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A Banker’s Diary 


lor the discount market, an important departure this 
month has been a renewed expansion in the supply of 
Treasury bills issued through the tender. 
More Tender Ever since May last, the weekly offer had 
Treasury been stabilized at £65 millions and the out- 
Bills standing total has thus been unchanged 
at the maximum possible on this basis 
of {£845 millions (or a few millions less, due to two 
under-allotments ever since the beginning of August. In 
the latter half of 1940, in other words, the Treasury bill 
was completely superseded as an instrument of current 
finance by the new system of Treasury deposit borrowing 
while the ever-increasing competition from outside 
sources had gradually reduced the market’s share in the 
unchanged supply of bills to starvation levels. However, 
the tender system is not, as might have been feared, to 
lapse into complete atrophy. On April 4 the weekly offer 
was raised to £70 millions and a fortnight later was 
stepped up by a further £5 millions. 
AN expansion in floating debt is, of course, usual towards 
the end of the financial year when the revenue inflow has 
passed its peak, but this normal seasonal 


Bills factor can have had only a slender con- 
versus ‘ s or “ 
Deposits "exion with the decision to enlarge the 


supply of tender bills. The Treasury’s 
current requirements could clearly have been met, if 
desired, entirely by Treasury deposit borrowing ; and the 
intriguing questions, therefore, is the considerations which 
guide the Treasury’s choice between these two methods of 
finance. So far as the banks are concerned, there seems 
very little to choose between bills and deposits. In theory, 
no doubt, the Treasury deposit ranks as the less liquid 
asset, with its longer life of six months and the limitations 
on the manner in which it can be used, without the penalty 
of a high discount rate, to strengthen cash reserves. In 
practice, however, this is a purely academic question. 
Kven if credit stringency were a real danger, loans to the 
money market still constitute the obvious second-line 
reserve. Convention forbids the rediscount of Treasury 
bills and thus restricts their convertibility into cash to the 
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amount of current maturities ; while current maturities of 
Treasury deposits will in future be at least as large and can 
be supplemented by tendering deposit receipts before 
maturity in payment for subscriptions to Government 
loans on account of the banks’ customers. From the 
point of view of liquidity, therefore, Treasury deposits 
compare very well with Treasury bills. Thus the banks 
have little or no motive for preferring additional bills to 
deposit borrowing. It is only the discount market which 
is sharply affected by the choice between the two methods; 
and experience since war began suggests that the 
authorities are scarcely swayed by motives of tenderness 
for the market. There is, however, one good reason for 
making more Treasury bills available, and that is the 
need to provide a ready means of short-term investment 
for accumulating overseas funds. 


OnE of the many interesting points revealed by the 
official statistics issued with the Budget is the enormous 
rise in sterling area holdings of Treasury 

Sterling Area bills. Since war began, of course, it has 
Bill been impossible, as formerly, to regard the 
Holdings jssue of tender bills as measuring the 
holdings of the banks and the money 

market, and tap bills the holdings of the public depart- 
ments. Until the thorough-going adoption of the 
Treasury deposit system last September, direct sales of 
tap bills to the clearing banks were a normal feature of the 
new financial technique. At the same time, the propor- 
tion of tender bills finding their way to the banks through 
the discount market was steadily being reduced by the 
mounting outside competition for bills. If any evidence 
were needed that the vast bulk of these competing funds 
represented overseas balances, it was to be found in the 
surprisingly small amount of credit expansion needed to 
finance the very heavy current deficits in the second half 
of the year—a point to which attention was repeatedly 
called in these notes. At the same time, it may be doubted 
whether anybody outside the Treasury can have guessed 
the full extent of this source of finance. According to the 
official figures, overseas sources other than the proceeds 
of the Exchange Fund’s pre-war assets (in other words, 
security sales, repatriation of sterling debt and the 
accumulation of sterling balances by overseas countries) 
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provided no less than £358 millions in the first year of the 
war and £275 millions in the succeeding six months, a 
total of £633 millions. From the official estimates dis- 
cussed last month we know that sales of marketable 
securities up to the end of 1940 realized only $334 millions 
(say, £83 millions), leaving £550 millions—less security 
realizations in January and February—to be divided 
between debt repatriation and short-term investment in 
London. In the Budget statistics, we are now given for 
the first time a figure of the net change in “ Treasury 
bills held by the market,”’ the market in this sense cover- 
ing all holders other than the public departments. In the 
first year of the war, market holdings in this sense rose 
by no less than £458 millions, whereas clearing bank money 
market assets rose only by £151 millions, indicating a rise 
of £307 millions in outside holdings (mainly those of 
sterling area monetary authorities). In the six months to 
February, 1941, clearing banks money market assets 
slumped by as much as £240 millions, whereas the total 
held by the market declined only by £29 millions, indicat- 
ing a further rise of {211 millions in outside holdings. 


OF this year’s prospective {500 millions of overseas 
finance, a fair proportion will clearly represent purchases 
in America which still need to be paid for 

Dollar Assets Out of our own resources. This is clearly 
Still Being indicated, for example, by two develop- 
Realised ments during the past month. On the 
one hand, the realisation of direct invest- 
ments—inaugurated with the sale of Courtaulds sub- 
sidiary, the Viscose Corporation for a rumoured amount 
of $150 millions—has been carried a stage further by a 
British American Tobacco Co. deal. ‘ In line with the 
policy of the United States government to require the 
liquidation of British-owned American investments for 
the purpose of providing for the purchase of supplies.” 
the Reconstruction Finance Corporation is making a 
loan of $40,000,000 to B.A.T.’s American subsidiary, of 
which $15,000,000 will be used to liquidate domestic 
indebtedness and $25,000,000 remitted to this country. 
This latter figure is estimated to be what the British 
owners would receive if the investments were sold out- 
right or the companies liquidated. That it has been 
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possible to realise on this participation without selling it, 
notwithstanding the Neutrality Act, has naturally aroused 
great interest and some surprise. Secondly, the Treasury 
has issued a vesting order for a further 160 dollar securi- 
ties. At the end of 1940, our remaining marketable 
dollar investments were estimated at $616 millions while 
direct investments—at that time untouched—were placed 
at $900 millions, making an available total, including gold 
and balances of $1,811 millions. If anything like the 
whole of these remaining assets were realised during 
the coming year, little would be left of the estimated 
£500 millions to cover the favourable balance of the 
sterling area with this country. 


ACTUALLY, it is probable that the accumulations of 
Empire funds is expected to provide the bulk of the 
_ prospective finance from overseas. In the 
Australasia first ten weeks of the year alone, as was 
Poe mentioned last month, Canada accepted 
Sterling? Sterling to the tune of $150 millions, 
equivalent to an annualrate of $750 
millions. In addition, Indian balances are likely to be 
replenished fairly rapidly. Nevertheless, it is these two 
Dominions which must account for practically the whole 
of the increase in Empire funds. While New Zealand’s 
London funds have risen nearly {20,000,000 since 
January 1939, Mr. Fraser, the Prime Minister, has 
announced that the sterling position is still not sufficiently 
comfortable to permit any relaxation of import restric- 
tions. Indeed, income from exports is likely to be so 
reduced as “ seriously to affect the country’s trade and 
economic position.” If the Australian balance of pay- 
ments is rather more favourable than this, the decision 
to convert instead of repay the £13,500,000 of 3 per cent. 
Registered stock and debentures maturing in October 
suggests that the Commonwealth can have no great 
surplus of accumulating sterling comparable to that of 
Canada and India. While some proportion of Australia’s 
overseas war expenditure of £A43,000,000 this year will 
be covered by loans from the British Government, the 
balance to be covered by the Dominion is sufficiently 
heavy to check any pronounced increase in London 
funds, if not to deplete existing balances. 
B2 
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In the sphere of credit, the chief feature has been a rise 
in the note circulation to fresh record levels—an unusual 
event at this time of year. Since the 
PO ad on beginning of the year, the demand for 
Record notes on the part of the public has shown 
a renewed expansion. While there was a 
fair reflux of notes to the Bank in February, raising the 
Reserve to an average level of {29.5 millions, this was 
more than accounted for by a decline of £5.9 millions to 
£138.6 millions in bank till money holdings. The 
estimated circulation actually rose by {2 millions to 
£580 millions, at which level it was only £2 millions lower 
than in December (as compared with a drop over this 
period of £14 millions in 1940 and as much as £26 millions 
a year earlier). From the low point of {601.5 millions 
on February 1g until the end of March the expansion 
was actually less than in the corresponding period last 
year, but this was due to the fact that in 1940 the Easter 
holiday fell in March. This month, as will be seen from 
the table below, has seen a rapid expansion to an Easter 
peak of {622.5 millions. This compares with the former 
record level of £616.9 millions last Christmas and makes 
an expansion of {84.8 millions on the year. 
ANALYSIS OF BANK RETURNS 


Note Total Public Bankers’ 
Circulation Reserve Securities Deposits Deposits 
m £m m £m {m 
April 2 .. 6146 16-6 180°5 22:2 IOI'5 
g .. 618-7 12°6 187-2 18-7 II0°I 
> (lw. «©6083 g°2 IgI‘g I4'9 II5;1 
23... 622°5 g'I 189'5 16-1 112°5 


As a result of the holiday note withdrawals, it will 
be seen, the Reserve in the Banking Department was 
reduced to the exceptionally low level of {9.1 millions, 
with a corresponding fall in the proportion to no more 
than 5 per cent. From the Easter peak to the August 
Bank Holiday peak last year there was an expansion 
of no less than {70.8 millions, but this period covered 
the collapse of France and the Low Countries ; in 1939, 
however, the rise over the corresponding period was 
as much as £30.4 millions. Thus it is clear that a further 
increase in the fiduciary issue will be required in the 
very near future. The last increase was from {£580 
millions to £630 millions on June 12 last. 





A BANKER’S DIARY 75 


WITH the turn of the year, the current revenue deficit 
is once again running at levels which necessitate recourse 
_ to borrowing through the banks, though 
= 4m the amount of such borrowing, thanks to 
i. savings and very large extra-budgetary 
receipts, is surprisingly moderate. In 
the first two weeks of April, issues of Treasury 
deposit receipts provided only {£30 millions of fresh 
money and the increased offer of tender bills £15 millions, 
as compared with a revenue deficit of £112 millions in 
the first twelve days of the month alone. Even before 
the turn of the financial year, however, the expansion 
in bank credit had been resumed after the temporary 
contraction in the first two months of the year. At 
£2,764.3 millions clearing bank deposits in March showed 
a rise of £55.5 millions, of which the chief counterpart 
was an increase of £44.5 millions in holdings of Treasury 
deposit receipts. Discounts showed a further contraction 
of £15.7 millions, but advances showed a slight recovery 
of £8.5 millions to {908.1 millions. No doubt as a reflection 
of this reversal in the trend of advances, the expansion 
in investments was on a considerably smaller scale than 
in previous months, though the rise of £6.6 millions to 
£821.0 millions naturally raises this item to yet another 
fresh record level, with an increase of £210 millions on the 
year. 


WHILE the increase in the tender offer to £75 millions 
is certainly welcome to the market, the continued 
Seittiiaite increase in overseas balances means that 
oo it can afford the market no more than 
Raised 2 temporary respite. In his Budget 
speech, it will be recalled, the Chancellor 

stated that the estimated expenditure of £4,207 millions 
corresponds to a total of only £3,700 millions requiring 
domestic finance. While some gold losses will no doubt 
continue, notwithstanding the Lease-Lend Plan, the 
bulk of this £500 millions of overseas finance must 
represent sterling area funds. Even that portion of these 
mounting balances which is eventually used for debt 
repatriation is likely to seek investment in the first 
instance in Treasury bills; hence the increase of £130 
millions in the tender issue which would result from 
a maintenance of the weekly offer at £75 millions will 
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keep pace with the rise in overseas balances only for a 
few months. For the moment, admittedly, the syndicate 
allotments have shown some improvement, helped no 
doubt by the withdrawal of Indian funds for the 
acquisition of the vested sterling loans. From only 17 per 
cent. on March 21 the syndicate quota recovered to 
30 per cent. both on April 11 (with £70 millions on offer) 
and April 18 (when £75 millions were allotted). This 
rise in the percentage figure, moreover, considerably 
understates the improvement in the volume of bills 
actually passing through the market, since the market’s 
aggregate tender has been raised from {£65 millions to 
£75 millions side by side with the increased offer, 
presumably on the principle that the market should 
be able to take care of the full amount offered without 
reliance on outside applications which—as was seen at 
the outbreak of war—may not be forthcoming in a real 
emergency. Thus an allotment of 30 per cent. on the new 
basis corresponds to close on 35 per cent. on the smaller 
figure of recent months. 


From the announcement on another page it will be seen 
that the Government is appealing for a quantity of 
calculating machines and also for type- 
Government Writers. These are urgently needed for the 
Needs offices of organizations engaged in the pro- 
Calculating duction of aircraft and armaments generally. 
Machines Jn present conditions it is naturally out of 
the question to use valuable shipping space 
for the import of such machines when some machines 
already in the country have become redundant through a 
decline in the volume of business handled by the offices 
in which they are at present installed. Banking concerns 
which are in a position to release part of their mechanized 
equipment will undoubtedly be only too ready to respond 
to the Government’s appeal. Machines offered for sale 
will be purchased at a fair market price, while machines 
offered on hire or loan will be taken over on a basis which 
allows for service maintenance while they are in Govern- 
ment use and quick return at the end of the war. To 
ensure a successful response, managements are asked to 
examine their office machinery with a view to seeing how 
much can be released. 
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THE NATIONAL FINANCES 


I—A Real Budget—at Last 


N July, 1940, Sir Kingsley Wood imposed fresh 
taxation to bring in £239 millions in a full year, 
and his Budget was universally condemned as timid, 

unrealistic and inflationary. In April, 1941, the same 
Chancellor has imposed fresh taxation to bring in £252 
millions in a full year and his Budget has been universally 
applauded as enterprising, workmanlike and sound. 
Clearly, it is not the magnitude of the additional burdens 
imposed which can either explain or justify the strikingly 
different reception accorded to the third and fourth 
budgets of the war. 

Nevertheless, the volte face in public opinion has 
an explanation and is not altogether unjustified. In the 
July Budget there was nothing to inspire the least confi- 
dence that the Treasury had even grasped the true 
problems of war finance, much less solved them. At the 
time itself, it was perfectly clear that expenditure had 
been palpably under-estimated for window-dressing pur- 
poses, and nobody will feel the least surprise that the 
final deficit for that financial year proved to be £2,475 
millions, and not around £2,100 millions, as Sir Kingsley 
wanted us to believe. In his Budget speech, too, the 
Chancellor was very obviously on the defensive. Even 
on his own figures, he agreed, there would remain after 
taking into account savings and other extra-budgetary 
receipts a “ large gap,’’ which could hardly be closed by 
the proposed new taxation. Finally, the Budget itself 
was on conventional, unimaginative Treasury lines, with 
a bit more on beer and a bit more on tobacco, and all the 
old nineteenth-century technique. 

It is because we have at last got away from all this 
superannuated nonsense that the April Budget inspires 
confidence even if particular figures and proposals may 
still leave room for criticism. On this occasion, for the 
first time, the general lines of the Budget were clearly 
drawn up by somebody who understands the art of 
budgeting as a problem in economics and not as a piece 
of spuriously simple arithmetic. In principle, at any 
rate, the Budget takes into account all the main lines of 
criticism which have been directed at its predecessors. 
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In the field of taxation its main achievements are to 
bring in more than two million new income-tax payers, 
while exacting substantially increased burdens from the 
relatively under-taxed £5 to £12 income group, which 
before the war paid only some 8 per cent. of their income in 
taxation as compared with the Io per cent. of the under 
£250’s. This at once goes to the heart of the problem: 
to control the purchasing power of the income groups 
which at one and the same account for the bulk of national 
consumption and are the recipients of the increased 
incomes generated by government expenditure. Simi- 
larly, the novel proposal to return part of the additional 
taxation after the war is not only a brilliant political 
stroke, but a recognition of the fundamental principle— 
stressed more than once in the Budget speech—that the 
aim of taxation is not revenue for the sake of revenue, 
but to prevent a rise in prices which in the long run could 
benefit nobody. The effect of the tax increases and the 
amount of the post-war credit on a number of specimen 
incomes is shown by the table below: 


PAYMENTS ON SPECIMEN EARNED INCOMES 
(to nearest pound) 
Existing Proposed Of which 


Pre-war Charge Charge Post-war 
Income Charge 1940-41 1941-42 Credit 
Single persons— £ £ £ 

f120 .. as i< Ta Nil 7 7 
250 .. aa be 8 27 47 12 
500 .. - - 57 106 156 27 

I,000 .. ea « 283 381 43 

I0,000 .. 2 .« 4288 6,079 6,862 65 
Married—no children— 

{160 .. na o- aa Nil I I 
200 .. wi as Nil Nil 13 13 
300 .. 4 i 5 20 42 16 
500 .. a _ 35 76 126 32 

I,000 .. sa -- 145 253 351 48 

I0,000 .. a 4,206 6,049 6,832 65 
Married—two children— 

£270 .. es - 2a Nil I I 
 o- “a = Nil 5 24 17 
500 .. ai a 8 37 76 28 

I,000 .. a II2 2iII 301 48 

10,000 .. aa ws 4593 6,006 6,782 65 


Whether the innovation deserves to be regarded as a 
belated adoption of the ‘‘ Keynes Plan ” for compulsory 
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saving or deferred pay is another matter. It is not, as 
Mr. Keynes would have made it, the chief instrument 
of financial control and a substitute for reliance on 
voluntary savings. Even in a full year the sum return- 
able to taxpayers after the war will amount only to £125 
millions ; and the Chancellor is looking not merely for a 
maintenance but for a considerable expansion in savings 
to balance his Budget meanwhile, notwithstanding the 
sharp increase in taxation. Nevertheless, the adoption 
of the blocking device is to be welcomed not only for its 
present contribution and as a possible aid in post-war 
reconstruction—when a reservoir of purchasing power 
may come in very useful—but also as yet another indica- 
tion that the Treasury is now thinking on the right lines. 
Of this improvement the Budget provides ample evidence 
in other respects. The exclusive reliance upon direct 
taxation, for example, may be read as a tacit recognition 
that physical controls are more efficacious than indirect 
taxation in the control of inessential consumption, and 
that indirect taxation partially defeats its own purpose 
by tending to raise the cost of living and so spur on the 
vicious spiral of inflation. 

In price policy itself, a great advance is to be seen in 
the Chancellor’s avowed readiness to carry a considerably 
increased burden on the Exchequer in order to prevent 
or minimise the impact of increased costs. Food subsi- 
dies have been with us since the early days of the war, 
but hitherto they have appeared chiefly as a palliative 
to an essentially unsound financial policy in general. 
This extension of the system to transport and other 
charges—especially when coupled with the avowed inten- 
tion of stabilising wages at their present level—seems, 
on the contrary, to be rather an acknowledgment of the 
basic principle that the essence of inflation does not lie 
in an increase in public debt or bank deposits, but in the 
unfairly large sacrifices imposed by rising prices on those 
with fixed and small incomes. 

If in spite of Chancellor’s apparent balancing of the 
Budget an inflationary gap should still remain, this 
willingness to spend yet more in order to mitigate 
hardship would minimize the social evils which are the 
chief dangers of inflation. Coupled with direct controls 
to ensure a fair distribution of the basic commodities 
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whose prices are artificially kept down, subsidisation can 
ensure that the rise in prices due to surplus purchasing 
power (both that which necessitates the subsidy and that 
generated by the subsidy itself) is confined to luxury 
articles. The difficulty, of course, is the extension of price 
control over a sufficiently wide range of goods, and in 
this respect the subsidy method is greatly inferior to the 
direct rationing of individual retail expenditure. Beside 
the fact that the problem seems now to be correctly 
understood and is being dealt with, however, the parti- 
cular choice of method becomes of secondary importance. 

Probably the most striking advance in the official 
approach to the financial problem, however, is to be 
found not in any specific proposal but in the fact that the 
Chancellor based his proposals, as all private commen- 
tators have done since the war began, on a reasoned 
estimate of the true “inflationary gap.” Instead of 
the vague talk of last July about the true gap being 
much less than the revenue deficit, we are given a concise 
estimate of the expenditure requiring domestic finance 
and of the various sources, in addition to revenue, from 
which it can be met. When all credit has been given 
for the enormous improvement in technique, however, 
the final judgment on the Budget must depend on whether 
it is in fact balanced, or sufficiently nearly balanced to 
avert serious inflation. In effect, the Chancellor has 
stated that relevant expenditure will rise by some {500 
millions this year on the rate current from September 
1940 to February 1941, and that the “ gap”’ will be com- 
pletely closed by {150 millions to £250 millions of 
additional taxation (provision is likely to be made this 
year for practically the whole of the accruing liability 
in a full year) together with an expansion in savings. 
Contrary to the view widely held before the Budget, 
in other words, it is implied that there was no inflationary 
gap during the second half of 1940. 


II.—War Finance to date 
Before discussing the Chancellor’s estimates for the 
current financial year, therefore, it will be useful to 
consider the analysis of war finance during the first 
eighteen months of war contained in the extremely 
valuable statistical White Paper issued with the Budget. 
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The figures published are full of fascinating information 
and well repay careful study. For present purposes, 
however, we are concerned only with any light they 
throw on the question whether the finance of the war 
hitherto has or has not been inflationary. 

One symptom of inflation is, of course, a sharply 
rising trend of national (money) income after full 
employment has been reached. From Table A over- 
leat it is at once apparent that in this respect the 
finance of the war has been far less inflationary than 
might have been expected. In general it may be said 
that the effect of a given expenditure on national income 
depends upon two factors: the first is the method of 
finance adopted, which may represent either a deduction 
from existing incomes (for example, taxation or the bor- 
rowing of genuine savings) or the creation of additional 
incomes (typically, finance through the banking system). 
The second factor is the disposition of the public to save 
or spend—what Mr. Keynes has called the propensity 
to consume. If only a small proportion of the additional 
money is saved by its original recipients, it generates a 
correspondingly larger addition to the incomes of those 
with whom the balance is spent, and so on until savings 
have been generated equal to the original extra expendi- 
ture and incomes have risen by some multiple of this 
expenditure determined by the general propensity to 
save—the so-called multiplier effect. At the one extreme 
it will be seen that if the additional expenditure is 
financed entirely by taxation or its equivalent there will 
be no increase in incomes and no rise in prices. At the 
other end of the scale, if the additional expenditure were 
financed by the creation of new purchasing power and 
everybody spent the whole of any increase in his income, 
then there would in theory be no limit to the resulting 
rise in incomes and prices. It will be noted also that if 
the original method of finance is inflationary, then even 
if the whole of the additional income is saved by its 
original recipients—so that there is no increase in personal 
expenditure—there will still be a rise in prices, assuming 
a state of full employment, because personal expenditure 
has not been reduced in spite of the diversion of resources 
to Government use and the consequent fall in consump- 
tion goods output. 
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Actually, we know that only a fraction of the increase 
in Government expenditure has been financed out of 
actual revenue and that the initial recipients of the 
Government disbursements are unlikely to save anything 
like the whole of it. A priori, therefore, one might 
have expected incomes to rise by an amount at least 
equal to the increase in Government expenditure and 
possibly by considerably more. In reality, as will be 
seen from Table A, nothing of the kind has happened. 
An increase of {2,251 millions in Government expenditure 
between 1938 and 1940 was associated with a rise of no 
more than {1,171 millions in net national income. Of 


NOTES ON TABLE A 


1. This item is based upon estimated assessments under Schedule A, adjusted to allow for increases 
since the last year of re-assessment and for the effects of air-raid damage. 

2. This item is based upon estimated assessments under Schedules B to D adjusted to exclude income 
due to foreigners, and interest on national debt, to take account of business losses, and to include income 
from small property, investment income of charities, and miscellaneous Government income (i.e. trading 
— investment income and certain receipts from abroad). 

This item is based upon estimated assessments under Schedule E, excluding weekly wage-earners 
a. half-yearly. 

4. In the case of wage-earners receiving part of their income in kind—e.g. members of the armed 
forces and domestic servants—allowances have been added to their cash wages. The estimate of personal 
expenditure (items 7 and 24) has been raised by a similar amount. 

5. The earnings of salaried workers or of workers on their own account whose incomes are below the 
income tax exemption limit have been included. 

7. See note on item 4 and Introductory Note. 

8. This item excludes items of public expenditure, not involving a direct demand for goods and services, 
such as (i) interest on national debt, (ii) grants-in-aid to local authorities, (iii) Government contributions 
in lieu of rates, (iv) non-contributory old-age pensions, pensions administered by the Ministry of Pensions 
and cash benefits paid by the Assistance Board, (v) Government contributions to social insurance, (vi) loan 
repayments and payments to Sinking Fund, and (vii) public assistance (outdoor relief). Expenditure by 
the Post Office is excluded, for (a) its capital expenditure is included in item 10, (b) personal expenditure 
on postal services is included in item 7 and (c) business expenditure on postal services is included as a 
cost of production in the price of the other goods and services enumerated in items 7, 8 and 10. Similarly, 
expenditure by local authorities on housing and trading services is excluded. This item includes subsidies. 

9. This item includes receipts from (i) customs and excise duties, (ii) stamp duties other than t hose on 
the transfer of property, (iii) motor vehicle duties, (iv) local rates, (v) compulsory contributions of em- 
ployers to social insurance, and (vi) that part of compulsory contributions to war risks insurance which 
are not paid out in compensation. This item requires to be deducted because it is included in items 7, 8 
and 10, but not in item 6. 

10. This item includes (a) net investment or disinvestment in foreign assets, (b) net home investment 
or disinvestment in fixed or working capital privately financed (excluding disinvestment due to war damage 
to property for which no compensation is paid) and (c) certain expenses connected with the investment of 
savings. In consequence the global figure of disinvestment in 1940 was made up of (i) the net loss of over- 
seas assets plus the net increase in liabilities to foreigners, (ii) the sale of existing fixed capital, land or 

stocks by private enterprise to the state, (iii) that part of the normal allowances for depreciation, &c., 
which was not actually used in replacing capital equipment, (iv) that part of the compensation paid for 
war damage to property which was not used for the actual replacement of the damaged property, and 
(v) an offsetting item due to the necessity of replacing stocks at a higher price. For the effect of seasonal 
fluctuations, see Introductory Note. 

SUPPLEMENTARY NOTE 

The proportion in which the current effort of the country is devoted to each of the three categories 
enumerated in items 7, 8 and 9 is shown when indirect taxes.* &c. (item 11), are deducted in the ratio in 
which they fall on each of these categories. 

During 1940 the resources devoted to personal consumption and to the demands of the central 
government and local authorities together exceed the resources available from the net national income 
and - supplemented by the resources made available by disinvestment of capital assets at home and 
abroad. 

Proportion of Net National Income Devoted to Various Purposes 























(Percentages) 
1940 
1938 
First Second Third Fourth 
Quarter Quarter Quarter Quarter 
Total net national income .. = a 100 100 100 100 100 
Consumption ‘id a ey 77 66 64 62 63 
Central and local governme nt ‘ os 19 42 45 59 67 
Net investment or disinvestment ea 4 —3 —9 —21 —3U 
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TABLE B 


ESTIMATES OF PERSONAL INCOMES, PERSONAL EXPENDITURE AND 
PERSONAL SAVINGS IN 1938 AND 1940 
(£ million) 
1938 1940 
Year Year 
13. Net national income* rv i .» = 4,415 5,586 
Add— 

14. National debt interest, old-age pensions, 

social insurance benefits, &c. - - 490 494 

Deduct— 

15. Direct tax liabilities ; —492 —868 
16. gH incomes after deduction of direct 

tax liabilities (i.e. (a) undistributed profits 

less business losses ; (6) investment income 

of charities ; and (c) miscellaneous Govern- 

ment income included in 2 above) .. —265 —301 
17. Personal incomes _— deduction of direct 

tax liabilities) ic ia ai 4,148 4,911 
18. Food, drink and tobacco .. 1,648 1,973 
19. Rent, rates, fuel and light, household goods, 


and domestic service ua és ve 959 ggI 
20. Clothing and laundry oe a a 469 512 
21. Private motor vehicles (including running 

expenses) e i ais 3 Fi 118 50 
22. Other travel .. - ‘a re 169 164 
23. Other goods and services .. “ oe 634 613 
24. Total personal expenditure at market prices 3,997 4,303 
25. Gross personal savingst .. is ne (151) (608) 
26. Personal expenditure and savings a 4,148 4,911 


* See item 6 (Table A, p. 82). 
ft Obtained by subtracting item 24 from item 17, and therefore 
dependent on the accuracy of those figures. 


Notes ON TABLE B 


14. This item includes (i) interest on the National Debt, (ii) the pensions and other items referred to in 
note8 (iv) on p. 83, (iii) unemployment insurance benefits, (iv) public assistance (outdoor relief), (v) cash 
benefits under the national health insurance scheme, (vi) contributory pensions for widows, orphans 
and old age, and (vii) billeting allowances paid by the State. 

15. This item is based upon estimates of the direct tax liability accruing on incomes at current rates 
of taxation and at the current level of incomes, and, therefore, differs from actual tax payments during 
the periods in question. Direct taxes include income tax, sur-tax, national defence contributions, excess 
profits tax, and workers’ compulsory contributions to social insurance. 

23. This item includes (i) newspapers, (ii) medical services, (iii) hotel and restaurant services, (iv) enter- 
tainments, (v) postal services, (vi) hairdressing, (vii) expenditure on betting less winnings, (viii) funeral 
expenses, (ix) private education, (x) clubs, &c. 

24. See note on item 4. 

* For this purpose indirect taxes have been divided into two categories: (a) those falling only on 
personal consumption, such as duties on beer and tobacco, and on private motor vehicles and rates on 
dwelling houses, and (b) those falling on production generally, such as duties on commercial vehicles 
and rates on premises other than dwelling houses. Those in category (a) have all been deducted from the 
value of personal consumption, and those in category (b) have been assumed to be spread evenly over 
(i) consumption, (ii) Government expenditure on goods and services, and (iii) expenditure on home 
investment. 

25. Since item 15 includes tax liabilities and not actual payments of direct taxes, personal savings 
exclude the sums that should be set aside to meet tax liabilities in any period in which current incomes 
are higher than those which have been the basis of assessment for actual current tax payments. 





. 
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this additional income £36 millions—turning to Table B— 
represented an increase in undistributed company profits 
and other impersonal incomes. Since direct tax liabili- 
ties rose by £376 millions, personal incomes rose only by 
£763 millions; and since as much as £457 millions of 
this was saved, personal expenditure rose only by £306 
millions, or less than one-seventh of the increase in 
Government expenditure. This in itself does not show 
that there was no inflation, since it may be that personal 
expenditure should actually have been reduced commen- 
surately with a decline in consumption goods output. 
But it is an encouraging beginning, particularly as the 
quarterly analysis shows that there was no increase in 
income between the third and fourth quarters—indeed 
profits are estimated actually to have fallen. 

For the comparatively small rise in national income, 
the chief explanation, it will be seen, is the fact that 
investment of {210 millions in 1938 (representing a 
demand for goods) gave way to net “ disinvestment ”’ 
(representing a sale of output for cash which is not used 
to buy replacement goods) of £949 millions in Ig40—an 
offset of no less than £1,159 millions to the rise of {2,251 
millions in expenditure. Drafts on capital assets, both 
at home and abroad, have in fact been one of the most 
important factors helping to keep down prices. A 
moment’s reflection will show how this operates. The 
failure to replace capital means that output currently 
produced is supplemented by maturing output which is 
the product of resources invested in some previous period. 
In monetary terms, it means that the proceeds of part 
of the goods and services reaching the market are neither 
distributed as income directly nor used to purchase 
replacement capital goods, but are either left idle on 
bank deposit or become available for investment in 
Government loans (which of these is immaterial). 

Disinvestment takes place in a number of ways. 
The official commentary points out that: “At the 
present time new private investment is at a low ebb, 
and many normal repairs and renewals cannot be carried 
out. Thus, instead of these being a call on any part of 
new private savings, there is a net unspent balance avail- 
able for the Exchequer of an amount considerably 
greater in the second year of the war than in the first 
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year, when private activities were on a much larger scale 
than is now practicable. Allowance must also be made 
for the sums absorbed or released by private financing 


TABLE C 
ESTIMATES OF THE NET AMOUNT OF FUNDS AVAILABLE FOR 
GOVERNMENT PURPOSES FROM PRIVATE SOURCES IN 1938 AND 1940 
(£ mallion) 
1938 1940 
27. Gross personal savings and net disinvest- Year Year 
ment at home or abroad - .. (—7o)* (1,549)* 
28. Impersonal savings (i.e. (a) undistributed 
profits after deduction of direct tax liabilities 
and of business losses; (6) other institu- 
tional savings ; and (c) net savings of local 














authorities) we - ‘a , 203 281 
29. Excess of tax liabilities over tax payments 53 193 
30. Net amount of funds available from private 

sources for Government purposes. . ee 186 2,023 
31. Total government expenditure... iva 1,004 3,332 
32. Total revenue ae a ki .. —885 —1I,257 
33. Excess of government expenditure over oe 

revenue aa - a we és 119 2,075 
34. Net receipts of extra-Budgetary funds .. —2I —139 
35. Death duties and stamps on transfer of 

property “a ‘ve én a ia 88 87 
36. Net amount of funds required for Govern- 

ment purposes from private sources - 186 2,023 


* Obtained by subtracting items 28 and 29 from item 36. Apart 
from errors of estimation, this figure should correspond to the sum of 
gross personal savings (items 25) and of disinvestment (item 10). 
These amount to —{59 millions in 1938 and £1,557 millions in 1940. 
The data in Table C are mainly independent of those in Tables A and B. 
The result obtained in Table C affords, therefore, some evidence that 
the conclusions of Tables A and B are not likely to be widely inaccurate. 


NoTES ON TABLE C 


28. Net savings of local authorities represent the estimated difference between the capital expenditure 
of local authorities (exclusive of capital expenditure on trading services and housing, which are included 
in item 27) and the gross savings of local authorities through repayment of debt, sinking fund payments, &c. 

29. Since the sums which should be set aside to meet the excess of current liabilities to direct taxes 
over actual tax payments are excluded from personal savings (items 25 and 27) and from impersonal 
savings (item 28), this item must be separately included as one of the private sources of funds for the 
finance of Government expenditure. 

31. Expenditure based upon estimated payments by the Government includes expenditure under the 
Defence Loans Acts, 1937 and 1939, and under the Anglo-Turkish (Armaments Credit) Agreement Act, 
1938. It excludes (a) self-balancing expenditure, (b) sinking fund payments, and (c) capital expenditure 
by the Post Office, which is included in item 27. 

32. This item excludes self-balancing revenue. 

34. This item must be deducted, since the accumulation of monies in extra-Budgetary funds reduces 
the call upon outside resources for the finance of Government expenditure. 

35. Since this item of revenue is included in item 32, it must be added here, for it involves a call upon 
the gross savings of individuals or of institutions. 
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of stocks of finished and unfinished goods held by manu- 
facturers, traders and retailers. On the other hand, 
money has been absorbed to the extent that private 
firms have financed munitions and other goods which 
they are producing for the Government, and where they 
have had to replenish their stocks at a higher level of 
price ; but the sums thus required have been diminished 
by the substantial amounts released through the Govern- 
ment taking over large stocks previously held and 
financed privately and by a reduction in the volume of 
stocks of finished and unfinished goods, which are no 
longer being produced on a peace-time scale—for example, 
motor cars. A further contribution comes from the 
proceeds of sales of other capital assets, such as land and 


TABLE D 
(£ million) 








First First 
year half of 
of second 
war year 
Revenue .. 1,148 837 
Extra-Budgetary receipts of Public Departments 113 go 
Overseas sources (see below) .. ; 542 479 
Increase (or decrease) of tax accruals. . - 140 —z20 
Savings of local authorities and of institutions, 
and undistributed profits of companies .. 272 131 
Residue, being re-investment of sums realized 
from certain domestic capital assets and net 
current personal savings ‘ia én - 382 557 
Government expenditure ea és oe 2,597 2,074 








buildings, to the Government ; and also from the receipts 
of compensation for loss from Government insurance 
schemes not yet reinvested in replacing the lost property.” 

It may be added that apart from the reduction in 
stocks of goods such as motor-cars, there must have 
been considerable encroachment in the latter half of 
1940 on our stocks of food*; and although disinvestment 
of this kind serves, like any other, to keep down prices it 
indicates a surplus of purchasing power and is thus an 
inflationary symptom. No less important than drafts 
on capital at home has been disinvestment abroad: through 





* At the rate of £200 millions per annum, according to the Oxford 
Institute of Statistics. 
Cc 








88 THE BANKER 


sales of gold and securities and what is in effect borrowing 
from Empire countries which are prepared to accept 
sterling in payment for part. of their exports to this 
country. In the first half of the second year alone, as 
will be seen from Table D, finance from overseas sources 
amounted to no less than £479 millions, equivalent to an 
annual rate of £958 millions. 


























TABLE E 
SOURCES OF WAR FINANCE 
(£ million) 
Year Half-year 
Sept. I, Sept. I, 
1939, to 1940, to 
Aug. 31, Feb. 28, 
1940 1941 
Total Government expenditure* ; 2,633 2,108 
Less increase in Departmental and Exchequer 
balances . aa us ia +s i —36 —34 
True expenditure. . x ni i .« 29 2,074 
Less Revenue “ es ia aia .. —I,148 —837 
; , 1,449 1,237 
Less net extra-Budgetary receipts of Public 
Departments (excluding the Savings Banks 
and the proceeds of sale of pre-war resources 
of the Exchange Equalisation Fund) .. —II3 90 
1,336 1,147 
Less proceeds of sale of pre-war resources of the 
Exchange Equalisation Fund —184 —204 
Net amount borrowed through sterling public 
loans... 3 ae os ne “a 1,152 943 








* Comprising Exchequer expenditure plus net Exchequer issues of 
a capital nature (e.g. Overseas Trade Guarantees Act, 1939, and 
similar Acts), plus £9 million for Telephone Capital Advances (net). 


Up to the present, we have been considering the ulti- 
mate sources of war finance. The form in which funds 
actually reach the Exchequer is analysed in Tables E and 
F. It should be realised that the nature of Government 
borrowing gives little or no indication whether it is to be 
regarded as inflationary or not. Borrowing through the 
banking system is not inflationary if the public is spon- 
taneously increasing its cash holdings. On the other 
hand, as has been seen, if the whole of a dose of inflation 
returned to the Treasury in the form of savings it would 
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be no less inflationary on that account. Thus the fact 
that £325 millions was borrowed on banker’s deposit 
receipts in those six months affords no measure of the 
“true gap,” if any (more especially as the banks substan- 
tially reduced their holdings of Treasury bills, the net 
decline of £29 millions in bills held by “ the market ” 
masking a substantial increase in overseas holdings). 
TABLE F 
ANALYSIS OF FORMS OF STERLING PUBLIC LOANS 
(£ million) 
Year Half-year 
Sept. I, Sept. 1, 


1939, to 1940, to 
Aug. 31, Feb. 28, 








1940 1941 
Post Office and Trustee Savings Banks és 82 95 
National Savings Certificates (net) .. as 125 83 
Defence Bonds .. F =a ia sie 146 84 
Other public issues (net) - iis i 261 385 
Fiduciary issue (increase) va 50 oo 
Treasury Bills held by the market (net ” 458 —29 
Bankers’ deposit receipts - Hi 30 325 

1,152 943 








Tt Gross public issues Jess securities redeemed, Jess purchases of 
government securities (both of new issues and of pre-war issues) by 
Public Departments. 


III.—Is there still a *‘ Gap” ? 

Since inflation necessarily generates its own savings 
(somebody must always hold the additional cash or its 
equivalent in Government Securities) it is not easy to 
detect signs of inflation in an analysis of the ostensible 
sources of government finance. The only sure signs are 
an increase in prices in excess of cost, or alternatively 
a running down in stocks; and writers in the Oxford 
Institute of Statistics Bulletin conclude that both 
symptoms were present in the latter half of 1940. That 
the gap was a relatively small one is suggested, however, 
by the very moderate rise in personal incomes and the 
enormous rate of disinvestment revealed by the official 
figures—in the final quarter of the year alone as much as 
£435 millions, equivalent to £1,740 millions per annum. 
Overseas expenditure financed by drafts on capital has 
in particular been running at a very much higher rate 
than was suspected. 
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It is this which accounts for the very high estimates 
of the prospective gap current before the budget. Owing 
to the Lease-and-Lend Plan no direct comparison is 
possible of this year’s expenditure figures with last year’s. 
Sir Kingsley Wood in his Budget Speech confirmed the 
general impression that expenditure on the same account- 
ing basis as last year would have been “ far beyond ” 
£5,000 millions. As it is, however, he needs to Budget 
only for a total expenditure of £4,207 millions, and of 
this no more than £3,700 requires to be financed from 
domestic sources. It may well be that insufficient 
allowance has once again been made for the rising trend 
of expenditure. In the last half year the comparable 
figure was £3,190 millions and though the expansion is 
slowing down an increase of only £500 millions over a 
full year does not seem an excessively generous allowance. 
It was noted in particular that the Chancellor made no 
allowance for the promised subsidies. 

If the Chancellor’s expenditure figure is accepted, 
however, then one must also accept his estimate of the 
prospective gap at only {£542 millions and _ possibly 
his claim to have closed it by the proposed increase 
in taxation. On the old basis, revenue was estimated to 
provide {£1,636 million and savings and other receipts 
£1,522 millions. On the new basis revenue is estimated 
to bring in £1,786 millions and savings and other receipts 
£1,914 millions, exclusive of the £500 millions of overseas 
finance. In the September—February period extra- 
budgetary receipts (Table D) are placed at {90 millions, 
undistributed profits at £131 millions and savings cum dis- 
investment at {£557 millions. Tax accruals declined by 
£20 millions, but if an increase under this head is estimated 
of {100 millions for the year one hasa total equivalent to 
over {1,650 millions per annum. An increase to 
£1,914 millions would not, at first sight, seem unreason- 
able. The difficulty is that an extra £350 millions of 
savings (including provision for future tax liabilities) has 
to be proved out of incomes reduced £150 millions by 
taxation—a process which involves a reduction of some 
12 per cent. in public spending. On the face of it, never- 
theless it can plausibly be argued that the Budget is 
balanced ; and if an inflationary gap does none the less 
still remain, it can hardly be of a dangerous order. 
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Some Notes on the War Damage 
Act as it affects Bankers 


By a Correspondent 


statutory rules and orders, has a reputation 

for being complicated, and the War Damage 
Act is no exception in this respect. Its scope is such 
that of necessity it is a compendious statute of great 
detail and considerable complication. It comprises four 
parts—Part I deals with payments to owners of buildings 
and other immovable property which have suffered war 
damage and with contributions by owners towards the 
cost of such payments; Part II is concerned with goods 
and deals with the insurance scheme for business goods 
and private chattels respectively ; Part III is devoted 
to amendments of the War Risks Insurance Act, 1939 
(Part II); and Part IV contains miscellaneous pro- 
visions, including definitions of certain terms used in 
the main body of the Act. 

Banks are principally concerned with Parts I and II. 
Under Part I, a bank will be laid under contribution 
as regards its many freehold and leasehold premises, 
and will be interested as claimants in respect of such 
of its premises as are damaged by enemy action. This 
is not the full extent of a bank’s concern with Part I, 
however, for therein are provisions whereby a certain 
type of mortgagor is entitled to an indemnity from his 
mortgagee in respect of a prescribed portion of his 
contribution. Furthermore, a bank will be intimately 
interested in respect of payments made on account of 
properties, in charge to it as security, which suffer 
damage by enemy action. As regards Part II, the 
Business Scheme is compulsory in all cases where the 
value of the goods (other than those used in a farming 
business) exceeds £1,000; hence banks will have to 
insure under the scheme in respect of the fixtures and 
fittings of their premises, equipment, accountancy 
machines, etc. 

Dealing first with Part I, it is only necessary to 


WY statutory legislation, whether by statute or 
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note, as regards a bank’s own properties, that it will 
be liable for five annual contributions, commencing on 
July 1 next, to cover the risk period which is defined 
in $.95 (I) as being the period from September 3, 1939, 
to August 31, 1941. This annual contribution is two 
shillings in the £ on the net Schedule A assessment 
ruling on the first day of the risk period, or where no 
such assessment was made, on the net annual value 
shown on the valuation list during the risk period. 
Where property is held on lease for more than seven 
years, the lessee can recover part of his contribution 
from the lessor, such recoverable portion being based 
on the table set out in the fourth schedule to the Act. 

The foregoing matters do not present very formidable 
problems, but it is in regard to a bank’s position as 
mortgagee, especially in respect of its lability to 
indemnify certain of its borrowing customers against a 
portion of their contribution under Part I, that diffi- 
culties are met—difficulties arising in part from the 
peculiar characteristics of banking advances against 
title deeds of property. ‘“‘ Mortgage” by S.95 includes 
“any charge or lien on any property for securing 
money or money’s worth.” It does not include a 
floating charge. It will be noted, however, that the 
term is not limited to the orthodox mortgage—a written 
instrument of charge with the deposit of the relative 
title deeds. It will include, for example, a mortgage 
by simple deposit of the deeds with intent to charge 
but unaccompanied by a written instrument; and it 
will also include cases where there is a lien on property. 
It is not easy to envisage a case, however, whereby a 
bank has a lien in the strict sense of the word on title 
deeds in respect of an advance. 

S.25 is the section dealing with the complicated 
topic of indemnity. The section must be read in its 
entirety to comprehend exactly what type of deed 
security attracts the bank’s indemnity. 


The property must 


(a) be primarily used for or be suitable for use 
for residential purposes or consist solely or mainly 
of agricultural land and/or buildings ; 


(6) have a net Schedule A assessment or net 
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annual value not exceeding £150 (or £500 in the case 
of agricultural land and buildings) ; 


(c) be one, the purchase of which or the building 
or improvement of which or the payment off of a 
mortgage on which for the foregoing purposes 
occasioned the advance ; 

(d) secure an advance which on January I in 
each instalment year is more than one-third of the 
price of its acquisition. 

In respect of such items of security, the mortgagor 
is entitled to recoup part of his contribution from the 
mortgagee on the following basis :— 

Where the amount secured by the mortgage 


(1) Exceeds one-third One-sixth of the 
but does not exceed borrower’s net 
one-half of the price of liability 

acquisition 

(2) Exceeds one - half One-third of 
but does not exceed the borrower’s 
two-thirds net liability 

(3) Exceeds two-thirds One-half of the 
but does not exceed borrower’s net 
three-quarters = liability 

(4) Exceeds three-fourths ms Two - thirds of 


the borrower’s 
net liability 

The borrower’s net liability means the amount of his 
contribution after receiving any sum due from an 
indirect contributory such as a lessor. (The contribution 
is 2s. in the £ on the net Schedule A assessment or 
annual value, or 6d. in the £ in the case of agricultural 
land or buildings or property used for open-air games, 
racing, recreation, etc.). 

S. 25 (6) provides that in the following cases instead 
of the price of acquisition of the property there must be 
taken the value of the property : 

(a) where the mortgage was created for building or 
improving the property or for paying off a mortgage 
created for this purpose ; 

(b) where the mortgage was created before January 
I, 1932, or was substituted for a mortgage so created 
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and the value of the property is less than four-fifths 

of the price paid for it ; 

(c) where the mortgage was created for the pur- 
chase of a reversion or was substituted for a mortgage 
so created, e.g. the purchase of the freehold interest 
by a leaseholder. 

The value of the freehold or leasehold property is 
defined in S.25 (8) (c) as the value which the property 
would have had in the open market at the end of March, 
1939, free of the mortgage. 

Provision is made in S.25 (3) for determining the 
amount secured by the mortgage where other security 
is also involved. In such a case, the amount secured is 
calculated on the proportion which the contributory 
property bears to the total value of the security. 

The above is a general paraphase of the relevant sub- 
sections and does not appear to suggest complications or 
difficulties. A closer examination reveals, however, that 
considerable difficulties will be encountered in estab- 
lishing what advances come within the pale of S.25 
and thus involve the bank in liability for part contri- 
bution. The first difficulty arises in interpreting the 
phrase “‘the amount secured by the mortgage at the 
relevant date ’’ (which by S.95 (1) and S.20 (2) means 
January I in each instalment year). In the case of 
a loan, the sum secured will clearly be the amount 
outstanding on January 1. But what of the fluctuating 
overdraft, possibly the most common form of accommo- 
dation ? It would almost appear that the draftsmen of 
the Statute overlooked the mortgage securing a fluctuat- 
ing overdraft and in the absence of any provision therefor 
it is submitted that the ‘‘ amount secured by the mort- 
gage ’’ can only be the amount outstanding on the over- 
drawn account on January I of the particular year. 
This may be a very arbitrary figure on which to rest a 
bank’s proportion of the contribution, operating in some 
cases in its favour and in other cases to its detriment. 
The overdraft may be subject to extreme fluctuations 
and it may happen that on January 1 it is around its 
limit figure, thereafter reverting to a low figure. 

It is true that the amount of indemnity involved 
cannot be large in view of the limitation of indemnity 
rights to properties with a comparatively small Schedule 
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A. assessment. But already there is talk of pressing for 
extension of the indemnity provisions to cover all 
mortgages, when the amount at issue would be a very 
different and very material matter. No doubt the 
average borrower by way of overdraft would be content 
to agree a figure year by year with his banker for the 
purpose of computing the indemnity payment, but banks 
will be chary of bargaining with borrowers, especially 
in view of the express provision against “ contracting 
out’”’ contained in S.34. One solution would be to 
arrange for the advance to be taken in future by way of 
loan, though borrowers, alive to the economy of a 
fluctuating overdraft, may well demur at any pressure 
exercised in this direction.~ Then there is the borrower 
with more than one account, one in credit and one in 
debit. Apart from any set-off arrangements, can a 
bank treat the accounts as one for the purpose of arriving 
at the ‘‘ amount secured by the mortgage ”’ for indemnity 
purposes ? 

One of the qualifications for ranking as a property 
attracting indemnity is that the mortgage must have 
been created to secure a capital sum on the occasion of 
and in connection with the buying, building or improving 
of the contributory property. Most bank mortgages 
are drawn to cover all advances made or to be made 
with or without a named limit and it is permissible to 
raise the query as to whether such mortgages can be 
said to secure a “ capital sum.” 

Whilst it would appear that the object of S.25 is to 
assist the mortgagor engaged in house purchase, the 
italicized words of sub-section 5 suggest that whilst 
buying building or improving a property must have 
occasioned the mortgage, it does not follow that the 
advance secured by the property is now being used for 
that purpose. Indeed the original advance may, by 
the operation of the Rule in Clayton’s Case, have been 
repaid over a period by payments to credit and the 
account may have fluctuated from debit to credit and 
back again. Thus it will not merely be a case of picking 
out present advances in a banker’s books which represent 
outlay on buying, building, or improving a certain type 
of property or represent the payment off of an outside 
mortgage for one of such purposes ; it will be necessary 
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to probe the history of likely cases to ascertain if the 
original mortgage was created “‘ on the occasion of and 
in connexion with ”’ one of the above mentioned purposes. 

Then the matter of mixed security, mentioned earlier 
in the formidably worded sub-section (3) of S.25, is 
not disposed of by working out the proportion which the 
contributory property bears to the total security, for a 
literal construction of the sub-section suggests that the 
case contemplated is not the fairly familiar one where 
title deeds are charged on a standard form of mortgage, 
life policies on a form of assignment and stocks and 
shares on a letter of deposit. The sub-section recites 
“where the interest of a direct or indirect contributor 
in respect of a contributory property to which this 
section applies is at the relevant date subject to a mort- 
gage... but is not the only property subject to 
that mortgage etc.’’ In the opinion of competent 
authorities, this provision contemplates a single form of 
mortgage whereon is charged a variety of items—a 
method very exceptionally used by banks. If this 
interpretation is right, it means that where mixed cover 
is held, charged on separate and appropriate forms 
which includes a property ranking for an indemnity 
payment by the bank, the basis of calculation of such 
indemnity must be the total amount owing on January 1 
in each instalment year and not a portion of that sum 
based on the ratio which the deed security in question 
bears to the total cover. As mentioned above, the 
normal form of charge is expressed to cover all sums 
owing now or hereafter but there will be an exception 
to the above basis of calculation and that is where a 
limit is named in the charge form as the amount recover- 
able thereunder. In these cases where such limit is 
less than the amount of the advance, it will represent 
for the purposes of the sub-section “‘ the amount secured 
by the mortgage.”’ 

From the foregoing, it will be seen that it is not 
going to be an easy job to ascertain which of a bank’s 
advances come within the indemnity category. It will 
require an enquiry into the origins of advances, the use 
to which the contributory property is put, and its net 
Schedule A assessment or annual value. In cases where 
the value of such property is substituted for the price 
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of its acquisition, it will not be a simple matter to arrive 
at the price which the property would have fetched in 
the open market on March 31, 1939, which it will be 
remembered is to be taken as the value of the property 
(S.25 (8) (Cc) ). 

S.28 permits the mortgagor to deduct the indemnity 
due from the mortgagee from any interest or capital 
payment. Inasmuch as ordinarily bank interest is 
charged to a borrower’s account, this will not be a 
practicable method and it would seem desirable to 
indemnify the borrower by crediting his account with 
the amount due. This method will also have the merit 
of saving confusion in accounting for tax purposes, 
for such contributions are regarded as capital outgoings 
and are not allowable as a charge against profits for tax 
purposes (SS. 82 & 84). 


The mortgagee’s contribution is by way of indemnity 
and until the mortgagor has paid his contribution he is 
not entitled to such indemnity. Where a bank is a 
mortgagee in possession or has appointed a receiver of 
rents of the contributory property it will be liable for 
the whole contribution payable on the property, but can 
add the amount otherwise due from the mortgagor on 
to its mortgage debt. 

A bank’s other concern with the War Damage Act 
as mortgagee arises in respect of the provisions regarding 
payments made on account of any property held as 
security which suffers war damage. (Reference should 
be made to S.80 fo1 an exhaustive definition of the 
term ‘‘ war damage.’’) The Treasury Regulations about 
to be issued will, in accordance with S.10, deal with 
the twin questions of notification of damage and making 
claims in respect of such damage. Doubtless the pro- 
cedure at present in vogue will be followed, whereby 
notification may be made by a mortgagee of damaged 
property instead of by the owner and whereby an 
owner, in filling up the present Form V.O.W.1, must 
disclose any mortgage interests. 

A bank is primarily concerned, of course, in seeing 
that due notice of damage is given to the competent 
authority (at present the Inland Revenue District 
Valuer, but in future the War Damage Commission) 
There will be some sort of safeguard against being out 
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of time in giving notice of damage in cases where the 
customer has neglected to do so within the prescribed 
period, for S. 10 provides that the Commission shall 
have power in their discretion to extend any limit of 
time in particular cases. At the present time, banks 
rely on their local managers to keep a watchful eye on 
properties held as security in order that prompt notifica- 
tion of war damage may be given either by the customer 
or by the branch manager. But a good deal of property 
held on the books of a branch may not be situated in 
the immediate locality—a south coast branch may hold 
as security property situated in a midland town. Com- 
plete reliance cannot be placed on owners to advise 
their bankers of damage and in consequence branches 
holding property situated out of their own district are 
doubtless advising Managers in the locality concerned 
so that war damage is notified independently of any 
advice given by the customer. Incidentally, a mortgagor 
is under a duty, by the Landlord and Tenant (War 
Damage) Act, 1939, to notify his mortgagee of any war 
damage to his property and it might be considered 
expedient to remind borrowers against title deeds of 
their statutory duty in this respect. 

In some cases the local Housing Authority appears 
to give facilities for inspection of its register of damaged 
properties but this is by no means universal. It is 
understood that Building Societies have organized a 
scheme under which inspection facilities are given by 
local authorities. But to devise a similar scheme for 
banks, whereby a central index of properties held as 
security would be compiled and lists of damaged 
properties obtained from local authorities and checked 
against such index, would be so formidable in these 
days of depleted staffs and increasing routine work that 
banks may well be driven to leaving matters to their 
local managers. A further reason why banks should 
devise a system whereby they are promptly notified of 
war damage to properties held as security is found in 
S.12 which provides that where war damage to a 
property is increased by failure of the owner or any person 
interested therein to take steps to prevent further damage, 
appropriate deductions will be made from any value 
payment or cost of works payment. Furthermore, a 
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mortgagee receiving the reduced value payment must 
account to the mortgagor as if payment had been made 
in full. The practical application of this section is 
difficult to understand, as hitherto the business of 
rendering damaged properties weatherproof has been 
undertaken by the local authority. 

On the assumption that notice of damage is duly given 
and a subsequent claim duly made, (for S.10 (1) (a) and (0) 
suggests that notification and claim are two separate 
and distinct formalities), a bank will thereafter be 
interested in the subsequent payment made in respect 
of such claim. A “cost of works’”’ payment will arise 
in cases where the damage has not involved total loss 
(S.4 (1) ) and will be the cost of reinstating the property 
in its pre-damage form (S3. (1) ). (There are provisions 
for deducting the cost of reinstatement of any part of 
the property, the omission of which would not have 
detracted from or would have increased the value of 
the property and for deducting the cost of alterations 
and additions to the property.) Payment will be made 
on completion to the person by whom the cost of execut- 
ing the works is incurred and hence a bank will not be 
concerned with following the moneys. A value payment 
will be made where the property is a total loss and this 
will be the case where making good the damage would 
cost more than the difference between the value the 
property would have after making good and the value the 
property would have merely as a site (S4 (1)). The 
amount of a value payment will be the difference in the 
value of the property before damage and its value after 
damage. The pre-damage figure will be taken to be the 
amount which the fee simple would have realised in the 
open market on March 31, 1939, with vacant possession 
and free from incumbrances other than _ restrictive 
covenants and easements. Likewise the post damage 
figure will presumably be taken as the amount which the 
fee simple of the bare site would have fetched in the open 
market on March 31, 1939. 

The owner of the property or the mortgagee thereof 
may appeal against the Commission’s valuations to a 
Panel of Referees (S.6). The Commission has power if 
it thinks expedient to do so, to make a cost of works 
payment in cases where a value payment would ordinarily 
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be made and conversely may make a value payment 
where ordinarily a cost of works payment would be 
made, if it is satisfied that it is the wish of the owner(s) 
and of any mortgagee that the damage should not be 
made good or if it is satisfied that the damage in fact will 
not be made good. Such value payment will not, 
however, exceed the cost of works payment (S.4 (2) ). 
S.g (4) provides that where a mortgage existing 
immediately before the war damage is outstanding at the 
time the value payment is discharged, the payment 
(and interest at 24 per cent. accruing from the date of 
damage allowable under S.8 (2) ) shall be payable to the 
mortgagee who shall be liable to account therefor as if 
the moneys received were a mortgagee’s proceeds of 
sale. The mortgagee is not entitled, however, to treat 
expenses incurred in connection with the claim as 
chargeable against the value payment. It should be 
noted that the relative section says “ where a proprietary 


interest was subject to a mortgage .. . the payment 
and the interest thereon shall... be paid to the 
mortgagee.’’ Nothing is said about the mortgagee 


notifying his interest to the Commission or of cases where 
a claimant omits to include in his notification or claim 
mention of a mortgage interest outstanding. In other 
words, it would appear that the onus will be on the 
Commission to satisfy themselves that there is no mort- 
gage encumbrance on the property, and ‘if such be the 
correct interpretation of the section, a bank’s concern to 
ensure that its mortgage interest is disclosed in the 
notification of damage and subsequent claim is not very 
material, for so long as notification and claim are made 
within the prescribed times it would appear to be the 
responsibility of the Commission to satisfy itself that no 
mortgage interests exist when a value payment is made. 
Doubtless the regulations will prescribe what proof of 
title will be required of the owner of a proprietary interest 
before payment is made. In this connexion the machinery 
of the Land Charges Register might well be used for 
registration of mortgagees’ interests. 

In addition to cost of works payments and value 
payments there are two other types which call for 
comment. What S.5 calls a “‘ temporary works payment ”’ 
may be made to meet the cost of any works reasonably 
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executed in “ first-aid’’ repairs. Then where a person 
(other than a mortgagee, etc.) who will become entitled 
to receive a value payment or a cost of works payment 
requires housing accommodation in place of his damaged 
residence or accommodation to replace damaged trade 
or business premises, the Commission may pay him sums 
not exceeding in total the amount of the value of cost of 
works payment and, in any case, not exceeding £800 for 
each of the above purposes (S.8 (3) ). S.8 (4) provides 
a safeguard for mortgagees in such circumstances in 
that the Commission shall satisfy itself after consultation 
with interested parties that the amounts paid shall not 
prejudice the rights of such parties. The Treasury is 
given powers in S.7 to ensure that cost of works or value 
payments are expended in a manner compatible with 
the public interest as regards town and country planning, 
housing accommodation, preservation of amenities, etc. 
Any such restrictions regarding a specified area shall be 
registered as local land charges. 


South America’s Export Problem 
"T's adverse effects of European hostilities upon 


South America’s economy are now becoming more 

clearly defined. During the first months of 1940, 
South American export trade was fairly buoyant, and the 
steep decline did not commence until the early Summer 
of last year, when one European market after another 
was lost through the over-running of so many countries 
by the Germans, the entry of Italy into the war, and 
the extension of hostilities to the Mediterranean, thereby 
subjecting almost the entire European Continent to the 
British sea blockade. Whilst, therefore, the trade returns 
for the year 1940 of the principal Republics do not fully 
reflect the sharp decline in exports over recent months, 
they are sufficiently disconcerting, particularly as they 
confirm that a considerable proportion of exportable 
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surpluses of primary products is virtually frozen. The 
steep decline in shipments to Europe is shown by the 
sharp fall in the proportion of total exports by value 
going to the European Continent (excluding Britain), as 
compared with the ratios in the pre-war year of 1938 
given in parentheses: Argentina, 24 pei cent. (44 per 
cent.); Brazil, 16 per cent. (43); Chile—ten months 
only and excluding nitrate—6 per cent. (31); Peru, 
4 per cent. (24). 

The problem of an unsaleable surplus of exportable 
products applies in varying degree to all of the Latin 
American countries. This position naturally affects 
their ability to purchase manufactured articles from 
abroad. The two main developments arising from the 
war so far have thus been first, a powerful impetus to 
the national manufacturing industries such as occurred 
after the Great War of 1914-18; and, secondly, an 
intensification of inter-American trade, particularly with 
the U.S.A. 

Increased industrialization is likely to be reflected in 
larger purchases of semi-manufactured articles and raw 
materials, and relatively smaller purchases of finished 
manufactured articles. It is fair to assume that the 
longer the European war lasts, the more accentuated 
will this tendency become. Expansion in national 
manufacturing industries is very evident in all of the 
more developed South American countries. For example, 
Brazilian factories, mainly in the State of Sao Paulo, 
already send an increasing number of lines of manu- 
factures to other South American countries. Indeed, 
Brazil is expected, in course of time, to become one of 
the great industrial centres of the world. Supported by 
enormous reserves of iron ore and coal, Brazil has just 
established a National Steel Company—partly capitalized 
from Washington—which is expected eventually to make 
that country independent of imports of manufactured 
iron and steel. In Chile, the general index figure of pro- 
duction of all manufacturing industries (base 1927- 
29=100) rose in October, 1940, to 177*3, which was the 
highest ever registered. 

As to the intensification of inter-American trade, a 
significant pointer in this direction is the fact that, for 
the first time in modern history, Brazil in January last 
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replaced Britain as the second most important supplier 
to Argentina, the U.S.A. topping the list. Aided by 
geographical proximity, transport facilities, and credits 
granted by the Export-Import Bank of Washington, it 
is in fact the U.S.A. which benefits chiefly from the 
wartime contraction in Europe’s trade with South 
America. Thus, an analysis of the foreign trade of the 
principal South American countries in 1940 shows the 
following percentages of imports by value last year from 
the U.S.A. compared with the 1938 ratios, given in 
parentheses :—Argentina, 29 per cent. of total imports 
(17); ‘Brazil, 52 per cent. (24); Chile—ten months 
only—46°5 per cent. (28) ; and Peru, 53 per cent. (27). 
Due to the blockade, South American imports from 
Germany are now virtually non-existent, whilst those 
from Japan, although increasing, still range only from 
about 2 to 6 per cent. of total imports into the principal 
countries. Imports from Great Britain in I940 com- 
pared with the pre-war year 1938 were fairly constant in 
value at around 20 per cent. in the case of Argentina, 
and g°5 per cent. in Brazil, Chile and Peru. It must be 
pointed out, however, that some ten years ago British 
goods represented as much as 21°5 per cent. of total 
imports into Argentina, 19 per cent. in Brazil, 13 per 
cent. in Chile and 17 per cent. in Peru. Notwithstanding 
present difficulties, therefore, it would appear essential 
that Great Britain should already be working out a 
long-term policy in regard to her trade with South 
America so as to pave the way for the resumption of 
mutually profitable trade when the hampering conditions 
of war have been removed. This is the more desirable as 
European markets, and especially Great Britain, will 
always be essential to South American products. Mean- 
while the Willingdon Mission has returned to London 
from South America, and is expected to make recom- 
mendations on many subjects with a view to their value 
to British trade both during and after the present war. 

It will be recalled that the capital of the Export- 
Import Bank of Washington was recently increased 
by $500,000,000 for the specific purpose of granting 
credits to South American countries. There is, however, 
still little concrete news as to the actual utilization of 
this sum. It is generally believed that, apart from 
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relatively small loans to certain Central Banks in Latin 
America to enable them to cope with the present foreign 
exchange difficulties, the largest portion of the available 
funds will be employed in two ways. First, they will 
be used in revolving credits for important amounts to 
carry crop surpluses and to finance the purchase of U.S. 
goods, although American officials hope that the necessity 
of granting such credits can be gradually reduced. 
Secondly, they will be employed in varying amounts to 
finance public works and to develop local industries, the 
main emphasis to be laid in the smaller Republics upon 
transport and roads, and in the larger and more developed 
countries on industrial projects, such as the national 
iron and steel plant in Brazil, already referred to. 

The much-discussed scheme for an Inter-American 
Bank, to assist in closer economic co-operation among the 
countries of North and South America, has come to 
limited fruition, the requisite number of countries having 
agreed to participate. The Institution is expected to 
begin functioning as soon as the United States Congress 
has passed an Act granting a charter and authorizing 
the minimum contribution of $5,000,000 to the capital. 
The countries named as participants are the U.S.A., 
Brazil, Colombia, Dominica, Ecuador, Nicaragua and 
Mexico. Apparently, therefore, the scheme falls far 
short of the original idea, since most of the leading 
South American countries—notably Argentina, Chile 
and Peru—are not participating. This is not unexpected 
in view of the modern centralized banking systems already 
operating in those countries, which doubtless consider 
themselves fully capable of looking after the credit 
situation on modern orthodox lines. As _ originally 
proposed, the charter of the Inter-American Bank would 
have endowed it with practically every banking function. 
It is probable, however, that, in view of banking sentiment 
both in the U.S.A. and throughout Latin America, the 
new Institution will confine itself strictly to a rediscount 
policy, and will not enter into direct relations with 
commercial houses. Moreover, as against a proposed 
authorized capital of $100,000,000, it is expected that 
the Bank will commence operations with a capitalization 
of only $20,000,000. In view of the present difficult 
remittance situation and the non-adherence of so many 
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important countries, it remains to be seen how much 
the new bank can accomplish towards its declared objec- 
tives of stabilizing the various Latin-American currencies, 
promoting the use and distribution of adequate monetary 
reserves, and acting as a clearing house for international 
payments. 

Over the year 1940, Argentina’s exports fell in volume 
by 26-4 per cent. With increased prices for certain 
farming products, however, the total market value fell 
by only 9:2 per cent. to 1,428 million pesos, though the 
year closed with an adverse trade balance of 70,824,000 
pesos against a favourable balance in 1939 of 234,841,000 
pesos. In January, 1941, a favourable balance of nearly 
20 million pesos was re-established, but this was poor 
consolation for a fall in value, compared with January, 
1940, of 46 per cent. in exports and 50 per cent. in 
imports. Argentina’s chief problem continues to be the 
lack of foreign markets for grain, which are being bought 
from the farmers by the Government at fixed prices. 
Exportable surpluses of these products on March 8, 1941, 
were: wheat, 4,464,066 metric tons; linseed, 1,357,036 
tons ; and maize, 6,439,294 tons. Moreover, the coming 
maize harvest is expected to be very large. 

The sharp fall in foreign commerce is likely to become 
increasingly reflected in internal business during the 
coming months. Already, the total value of cheques 
cleared through the Buenos Aires Clearing House during 
the first two months of 1941 has fallen to 6,434 million 
pesos compared with 7,234 millions in the like period 
of 1940. The banking situation, however, continues 
normal and liquid, total bank deposits as at January 31, 
1941, having been 4,216,687,500 pesos (against 
4,223,675,600 pesos at end- June, 1940); loans, 
3,159,575,800 pesos (3,125,569,400 pesos); and cash, 
837,262,200 pesos (781,965,600 pesos). Heavy gold 
shipments abroad—presumably to the U.S.A.—were 
made between July and November, 1940, so that total 
gold exports in that year reached 246,924,000 pesos 
against only 30,901,000 pesos in 1939. No gold shipments 
have been made since November last, and the position 
of the Central Bank remains very strong. The figures 
as at 31st January, 1941, compare as follows with those 
at end June, 1940, given in parentheses : Gold in Argen- 
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tina, 1,071,446,02I pesos (1,224,417,646 pesos); other 
gold and foreign exchange, 270,808,884 pesos 
(168,196,547); note circulation, 1,212,866,980 pesos 
(1,219,634,910) ; ratio of gold and foreign exchange to 
notes and sight liabilities, 72-19 per cent. (78-og per cent.). 

In the neighbouring River Plate country of Uruguay, 
the position is relatively buoyant because of good sales 
of wool—the chief export product—particularly to the 
U.S.A. Total cheque clearings in the first eleven months 
of 1940 were 1,363,388,000 pesos, an increase of 
101,226,000 pesos on the like period of 1939. Moreover, 
during the year ended October, 1940, compared with the 
previous twelve months, total deposits of the commercial 
banks increased by 6,205,000 pesos to 148,576,000 pesos ; 
loans increased by 7,699,000 pesos to 161,771,000 pesos ; 
whilst the cash percentage to liabilities improved to 
23°60 per cent. from 22-88 per cent. 

The quota arrangements for imports of coffee into 
the U.S.A.—practically the only remaining coffee market 
left open—from Brazil, Colombia and the Central 
American Republics, are working smoothly. Already, 
some of the smaller States have filled or nearly filled their 
quota. The feature is the sharp rise in coffee prices in 
the New York market, due to efforts to increase stocks 
because of higher freight rates, deterioration in shipping 
facilities, apprehensions that the U.S.A. may even- 
tually become a belligerent in the present war, and a 
tendency to invest in commodities as a protection against 
monetary fluctuations. Prices of Brazilian coffee are 
rising, but not to the same extent as Central American, 
and, although there is some talk of fixing Brazilian 
prices, coffee producers in Brazil are definitely not in a 
position to fix arbitrary prices without the consent of the 
U.S.A., whilst, notwithstanding the probable reduction 
in the next Brazilian crop, owing to drought, there 
should still be abundant supplies for export. 

Mainly due to reduced shipments of coffee and cotton, 
Brazil’s exports in the year 1940 fell by 14:2 per cent. in 
value to {32,004,000 (gold), whilst imports declined by 
4°3 per cent. to £30,429,000 (gold) so that the visible 
favourable trade balance fell to £1,575,000 (gold) in 
1940 from {5,497,000 (gold) in 1939. The war effected 
considerable changes in Brazil’s foreign trade in 1940, 
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compared with 1939, imports from Europe (including 
Britain) declining by 57 per cent. in gold value and 
exports to Europe by 37 per cent., whilst trade with 
the Americas increased in gold value by 42 per cent. on 
import account and by 8 per cent. on export account. 
The foreign exchange and banking situation continues 
normal, total bank deposits at end-1940 having been 
13,714,372 contos (compared with 12,596,646 contos at 
end-June, 1940) ; loans, 12,836,700 contos (12,009,146) ; 
and cash, 1,090,712 contos (1,179,570). The reserve 
position of the Bank of Brazil continues to improve, 
the gold held for account of the Treasury at January 31, 
1941, having been 937,862 contos (18-2 per cent. of note 
circulation) compared with 824,383 contos (16-35 per 
cent.) at end-June, 1940. 

Probably due to increased demand for copper from 
the U.S.A., Chile’s exports in the latter months of 1940 
showed a slightly better tendency. The large copper- 
producing concerns have arranged to maintain production 
at a level not under 25,000 tons a month, partly to avoid 
curtailing the supply of foreign exchange to the Central 
Bank. With regard to the sterling position, however, 
although the Exchange Control is releasing occasional 
amounts of “export ’’ exchange, there appears little 
possibility of relief to the general stringency in sterling 
unless Britain purchases Chilean agricultural products, 
and in this connexion, negotiations are said to be pro- 
ceeding for the acquisition of wool, hemp, etc. In Peru, 
some relief to the stringent sterling position has been 
afforded by British Government purchases of cotton. 
The commercial banking position in both Chile and 
Peru continues normal, whilst in Peru, particularly, the 
reserve position of the Central Bank is exceptionally 
strong. Moreover, under a recent Decree modifying 
certain provisions of the existing Peruvian Banking Law, 
the legal minimum proportion which the capital and 
reserves of a bank must bear to its obligations to the 
public has been lowered from 15 to 10 per cent., whilst 
the maximum period for approved loans to finance public 
works has been extended. Other modifications relate to 
banks’ investments in Government bonds, also in bonds 
and shares of official bodies and public companies. 
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Why Defend Nazi Trade Methods ? 


By Paul Einzig 


N the February issue of THE BANKER I criticized 
I Mr. Guilleband’s unduly favourable survey of Hitler’s 
“New Order” for Europe. Unfortunately, this is 
not the only instance in which British economists, un- 
doubtedly quite unwittingly and in all innocence, have 
published views which—divorced from their context and 
suitably adapted—lend themselves for use as propaganda 
by the Nazis rather than by ourselves. In the opinion 
of the present writer another example of this kind is to 
be found in an article by Dr. Benham in a recent issue 
of Economica. In many respects the article has great 
scientific merit and it is therefore the more deplorable 
that part of it leaves itself open to interpretation as 
an apologia for one of the most reprehensible aspects of 
German economic exploitation of small countries. While 
this recent article bears the abstract title ‘“ The Terms 
of Trade,” it actually continues an analysis of German 
economic penetration in South-Eastern Europe contained 
in an essay published before the war through the Royal 
Institute of International Affairs. With some plausibility 
it might be argued that Dr. Benham’s thesis is tantamount 
to saying that for the countries of South-Eastern Europe 
the increase in their trade with Germany was a blessing 
in disguise. 

In support of his contention, Dr. Benham marshalled 
up an intimidating array of statistics claiming to show 
that during the period of German trade penetration the 
average price of the exports of South-Eastern European 
countries increased to a larger extent than the average 
price of their imports. He confined himself to the 
general averages and did not take his readers into his 
confidence as to how these averages were influenced by 
the changes in the prices of various categories of imports 
and exports. Nor did he give any indication to what 
extent the averages were influenced by changes in the 
prices of goods exported to or imported from countries 
other than Germany. Had the data been analyzed in 
this more detailed fashion, it might well have weakened 
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the case made out in favour of German economic penetra- 
tion. 

At the time of Dr. Benham’s essay, the South- 
Eastern European Governments, and well-informed circles 
in those countries capable of appreciating facts at their 
true value, were seething with discontent over the 
systematic trickery with which Germany forced the 
South-Eastern European countries to increase their 
trade with her against their wish. The reason why, in 
spite of the realization of the disadvantages and dangers 
of German economic penetration, they continued to put 
up with these German methods was that their agricultural 
populations were bribed by Germany into supporting her 
trade policy. The trump card in that policy was the 
payment of high prices for primary products in terms of 
the local currencies. Naturally enough, the farmers who 
controlled the majority of votes in all South-Eastern 
European countries were delighted to be paid higher 
prices and were at a loss to understand the attitude of 
their Governments in placing obstacles in the way of an 
unlimited increase in sales to Germany. It was too snuch 
to expect them to realize that the advantages gained by 
their countries as a whole through the payment of high 
prices by Germany were more than offset by the circum- 
stances in which the payments were made, and that 
taking a long view, even the advantages to themselves 
through the receipt of higher prices were purely illusory. 

The peasants in South-Eastern Europe neither knew 
nor cared if their countries were paid for their products 
largely in the form of unwanted goods or goods of inferior 
quality or of unduly expensive goods. They showed 
themselves conveniently dense when exasperated Ministers 
or Government officials tried to explain to their repre- 
sentatives why it was necessary for them to check exports 
of agricultural products to Germany in spite of the 
tempting prices offered by her. It was with the utmost 
difficulty that the South-Eastern European Governments 
were able to uphold such restrictive measures in spite of 
the opposition of the farmer interests. Realizing the 
disadvantages and dangers of the German trade thrust 
they were nevertheless prepared to face unpopularity up 
to a point. At the beginning of 1939 Germany was thus 
faced with a growing resistance of South - Eastern 
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European Governments to her trade penetration. This 
resistance stiffened partly as a result of the evidence of 
Great Britain’s determination to maintain and if possible 
increase her share in South-Eastern European trade. 
When Dr. Benham’s essay was published, it was 
already fairly obvious that war with Germany was a 
mere question of time and that the success of German 
trade penetration in South-Eastern Europe tended to 
improve Germany’s relative strategical position in the 
coming conflict. This being so, the expediency of 
publishing views which might be advanced in justification 
of the German methods is clearly open to question. 
Admittedly, it is normally counted the chief duty of an 
academic economist to preserve the utmost impartiality 
of which he is capable. But this does not necessarily 
override all other obligations, nor is economic thought 
produced in a vacuum. Any realistic thinker in these 
days must know that the Nazi propaganda machine is 
always waiting to seize hold of anything which can be 
made to serve their purpose. Hence a seemingly abstract 
and innocuous idea can acquire political significance 
simply from the fact that its author is British and can 
therefore be quoted the more effectively against this 
country. Even if the views expressed were correct 
beyond question, therefore, a case might be made against 
publishing them. It is doubly important that nothing 
should be conceded to the Nazis unnecessarily. Yet 
actually Dr. Benham’s case in favour of German trade 
penetration is open to criticism even if we were to dis- 
regard political considerations. The index numbers which 
he used in order to make out his case did not, of course, 
allow for the deterioration of the quality of German 
manufactures imported by the South-Eastern European 
countries. Yet it is a well-known fact that owing to the 
acceleration of the pace of re-armament the quality of 
many lines of German manufactures suffered considerably 
through the use of inferior materials and slipshod work- 
manship. Furthermore, a large percentage of imports 
from Germany consisted of goods which were not needed 
by the importing countries in the quantities thrust upon 
them by Germany. She could well afford to sell at a 
cheap price the armaments discarded by the Reichswehr 
and manufactures which were unsaleable elsewhere. For 
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goods which had markets outside South-Eastern Europe, 
German exporters were in many instances made to quote 
prohibitive prices to prospective South-Eastern European 
buyers. Since in consequence the transaction did not 
materialize, these prohibitive prices naturally could not 
influence Dr. Benham’s index numbers. 

While Germany’s primary aim has been all along to 
secure a monopolistic position in the trade of South- 
Eastern Europe, at the same time, in so far as this was 
not incompatible with the primary object, she also aimed 
at achieving this result at the least possible cost. The 
first move in the campaign was to bid up the internal 
prices of the local products in terms of the local currency 
in order to divert South-Eastern European trade from 
other countries. The result of this was bound to be an 
unfavourable change in the terms of trade from a German 
point of view. Admittedly, by supplying South-Eastern 
Europe mainly with goods which could not be sold else- 
where Germany reduced the sacrifice involved. Nor was 
Germany averse to reducing that sacrifice still further by 
inducing the countries concerned to agree to a devalvation 
of their currencies against the Reichsmark, thus changing 
the terms of trade in Germany’s favour. Having bid up 
in the South-Eastern European countries, Germany then 
used this as the excuse for demanding the devaluation 
of their currencies. In several instances the South- 
Eastern European Governments reluctantly complied 
with this demand. In Rumania, for instance, the 
exchange rate of the reichsmark was raised from 41 to 50 
at the end of 1939. Asa result the benefit of the higher 
prices paid in terms of lei to Rumanian producers became 
largely illusory. In spite of paying those prices the 
Rumanian goods cost Germany no more reichsmarks 
than they did before bidding up the prices. Evidently 
the Rumanian peasants have been tricked and the 
country as a whole had to relinquish such advantages as 
she appeared to gain through the “ generosity ’’ of the 
German buying agents for these products. 

Now it was of the utmost importance that this 
method of deception should be exposed and denounced. 
For German propaganda in South-Eastern Europe has 
been powerfully assisted by the promises made to the 
peasant population that under Hitler’s ‘‘ New Order ”’ 
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they would be paid attractive prices. If these peoples 
were made to realize that Germany takes away with 
one hand the favours conferred upon them with the 
other, then the propaganda value of these promises 
would naturally suffer. If, on the other hand, the peoples 
concerned are led into believing that Germany has no 
intention of exploiting them, then they will show more 
inclination to co-operate with her. They would be the 
more inclined to abandon resistance to German penetra- 
tion, as Hungary, Rumania and Bulgaria have done, or 
if resistance were attempted unsuccessfully, they would 
be more inclined to collaborate with their conqueror. 

This being so, it is a disservice to the Allied cause 
to seek to mitigate the unfavourable impression created 
by Germany’s insistence upon the devaluation of the 
currencies concerned. In Dr. Benham’s article it is 
stated that ‘the object of Germany in trying to fix 
high values for the mark in South-East Europe was not 
to improve her terms of trade (for if she had to give fewer 
marks for her purchases she obtained correspondingly fewer 
marks for her sales) but rather to divert the trade of those 
countries towards Germany.” This statement is as 
questionable as it is unpolitic. First of all, as is well 
known, most of Germany’s exports to South-Eastern 
Europe are concluded not in local currencies but in 
reichsmarks, and consequently Germany does not obtain 
less reichsmarks as a result of the devaluation of the 
South-Eastern European currencies. Consequently it is 
incorrect to say that such devaluation leaves the terms 
of trade unaffected. It is bound to readjust the terms 
of trade to the level whence it was changed against 
Germany by the German action in bidding up local prices 
in South-Eastern Europe. 

Dr. Benham quotes Rumania as a specific instance in 
support of his thesis that the object of Germany’s insis- 
tence upon the devaluation of the leu was not to improve 
the terms of trade but to increase her share in Rumania’s 
exports. It is therefore not without interest to note that 
events that occurred presumably after Dr. Benham had 
written his article, but before it appeared in print, con- 
clusively disproved his thesis as far as Rumania was 
concerned. Following upon the German occupation of 
the country the Rumanian Government was ordered to 
devalue the leu from 50 to 60 to the reichsmark. Before 
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the German occupation it was possible to argue that such 
a move would merely serve Germany’s desire to increase 
her share in Rumanian trade ; after the German occupa- 
tion, this argument became entirely untenable. Germany 
has full control over Rumania; she has free disposal 
over her exportable surplus, and indeed even over goods 
needed for Rumanian requirements. She now diverts as 
large a quantity of Rumanian goods to meet German 
requirements as she considers necessary. From that point 
of view there is no longer any need whatever for her to 
resort to the indirect device of devaluing the leu. If in 
spite of this, one of Germany’s early moves was to enforce 
a new devaluation of the leu, it was obviously for the 
sole purpose of making Rumanian goods cheaper for 
German importers—that is, to change the terms of trade 
in her own favour. 

Evidently, the German insistence upon the devalua- 
tion of South-Eastern European currencies before the 
conquest of these countries aimed at securing one-sided 
advantages for Germany. After their occupation, Ger- 
many has continued to pursue this method to an even 
larger extent, because it is so convenient a method for the 
exploitation of conquered countries under Hitler’s “‘ New 
European Order.”’ 

The outcome and duration of the war depends to a 
very large extent upon this country’s ability to make the 
subject races realize the true nature of the German 
“New Order ”’ scheme. It is to be regretted that instead 
of using their abilities and prestige to assist in this effort 
while at the same time serving the cause of truth, they 
should publish analyses which can so easily be repre- 
sented as endorsing the German “ New Order” propa- 
ganda and thus weaken the British counterblast to that 
propaganda. The worst of it is that the high reputations 
for intellectual honesty of the writers in question itself 
renders their views all the more dangerous as propaganda 
material. Perhaps their attitude can best be described 
by misquoting, with apologies, J. C. Squire’s well known 
epigram :— 

“You cannot hope to bribe or twist, 
Thank God, the British economist. 
But seeing what the man will do 
Unbribed, there’s no occasion to.” 
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The London Credit in Wartime 


NE incidental result of the War has been to bring 
C) considera changes in banking practice with 

regard to the opening of London Credits. Before 
the War, a bank which opened documentary credits 
often (though not always) looked to the goods as a 
second line of defence. Suppose a London bank, on the 
instructions of its Haifa importer-customer, advised the 
opening of an irrevocable sight documentary credit in 
favour of an Australian firm shipping goods to Palestine, 
‘bill of lading to order.’’ In due course the London 
Office of the Australian bank involved would deliver the 
documents to the credit-opening bank against payment 
and the latter would pass a corresponding debit in the 
account of its Haifa customer. Should the funds on 
that account not be sufficient to stand the debit, the 
second line of defence would come into play—the 
documents would be sent forward to a bank in Haifa 
with instructions to deliver them against payment of 
such a sum as would restore the depleted current account 
to a credit basis. If the importer had failed in the 
interval, the documents could be used to get hold of the 
goods and these could be sold for the London bank’s 
benefit. 

As war drew near, credit-opening banks began to 
examine ports of destination more closely. Hamburg, 
once a favourite, raised unplesant doubts and Danzig’s 
supposed international status ceased to be an adequate 
recommendation. Where places such as these were 
involved, the bank preferred importer-customers to have 
ample sterling on their accounts. The outbreak of 
hostilities not only ruled out all destinations in enemy 
territory but the conduct of the Nazis soon made it 
clear also that no port in any country adjoining Germany 
could be considered safe—nobody today, for example, 
would regard goods consigned to Switzerland as satis- 
factory cover. 

Faced with this situation, with the long mail delays 
and with steamer sinkings, British banks have found it 
necessary to make general a practice only resorted to in 
pre-war days where the importer customer was weak or 
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unreliable. For some time now the majority of overseas 
customers who wish to open credits have been told that 
this can only be done if they consent to their accounts 
being debited immediately with the corresponding sterling, 
which is placed to a “‘ Cover account.” 

It is at this point that the vexed question of the 
relation between banker and beneficiary rears its head. 
It has been suggested that the setting up of cover accounts 
may lay the bank open to the risk of a “‘ money received ”’ 
action by the beneficiary, In support of this view, the 
following passage in Mr. H. C. Gutteridge’s ‘‘ Law of 
Bankers’ Commercial Credits”’ is adduced: ‘‘ Words 
which are insufficient to stamp a fund, which is actually 
in the hands of a banker, with a trust, will obviously 
be insufficient to create an estoppel, where, as in the 
normal case, the banker has not been put in funds to 
meet the claims of the seller, but is advancing the money 
from his own resources. It must, of course, be borne 
in mind that where a banker receives moneys for the 
express purpose of satisfying a debt due from his cus- 
tomer he cannot utilize these moneys for any other 
purpose, and there is some authority for saying that if 
he communicates to the creditor the fact that he holds 
such moneys at the disposal of the creditor in satisfaction 
of the debt an action will lie against the banker for 
money had and received if the amount is not paid over 
in due course. But normally such a situation cannot 
arise, as it is not the practice when opening a commercial 
credit to put the banker in funds for that specific 
purpose.” 

This extract, to the mind of laymen, is not altogether 
free from ambiguity, but it can reasonably be considered 
to justify the contention that cover account moneys are 
impressed with a trust in favour of the beneficiary. 
Mr. Gutteridge’s remarks lead on to a description of the 
case of Morgan v. Lariviere (1875), where a beneficiary, 
prevented by the importer from fulfilling his part of the 
bargain, sued the credit-issuing bank for the money 
equivalent of the unused portion of the credit on the 
grounds that the importer had put up the funds with 
the bank and that these funds were accordingly impressed 
with a trust in the beneficiary’s favour. The existence 
of a deposit of funds was admitted and the beneficiary’s 
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plea found favour in the lower Court. It was firmly 
rejected by the House of Lords, however, and the present 
writer cannot see how banks today who allocate funds 
out of the current account can be attacked by beneficiaries 
merely because the latter feel themselves defrauded by 
their counterparties. Banks are not likely to state that 
they hold earmarked funds and even were they to do so, 
those funds are held at the beneficiary’s disposal only in 
return for certain acts on his part. If he has a quarrel 
with his buyer he is free to proceed in that direction ; 
and if he secures a judgment, his remedy may lie in the 
obtaining of a garnishee order—but that is quite another 
matter. 

Delays in mails have also complicated matters by 
making difficulties over expiry dates. All letters of credit 
state that they have to be taken advantage of by a 
certain date, and that date is related to a place—e.g. 
“This credit expires on 16th September, 1938, in 
London.” If the condition as to time is not observed, 
the credit-issuing bank is freed from its liability. Left 
to itself, the bank might be willing to “ grant time,” 
but it is the servant of its customer and has no power but 
that derived from him. Some years ago, Eastern banks 
declined to advise London banks’ credits bearing an “ in 
London” expiry date, but institutions established in 
certain other parts of the world were not so exigent. 
The interruption of regular communications has meant 
that credits opened abroad in favour of foreign exporters 
are now almost invariably fixed with expiry dates in the 
exporters’ country. With the slow mails, the credit- 
issuing bank’s obligation to meet drafts on an at sight 
credit may therefore run on for as long as four months 
after the nominal expiry date. 

One further change must be noticed—the tendency 
for acceptance credits to be replaced by sight credits. 
This is in the main a consequence of the insistence by 
the credit-giving bank on the allocation of cash cover. 
Such an allocation ties up the funds of an importer and 
in the case of a ninety-days credit he is out of the use 
of his money for a considerable period unless he rebates 
the acceptances. He will therefore endeavour to do 
business on a cash against documents basis whenever 
possible. A Swiss or a Swedish bank, for instance, which 
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asks its London correspondent to open an irrevocable 
documentary credit in favour of an Indian importer will 
have to provide cash cover at once, not only because of 
wartime uncertainties but also because the Defence 
Regulations do not permit of the granting of credit 
facilities to “non-residents.’’ Forced to suffer this 
immobilization of its funds, the continental bank in 
question will turn round on its customer (the importer) 
and demand that he shall purchase and deliver sterling 
immediately in compensation. 

As a result of all this, ‘“‘ credit’ has become a mis- 
nomer. Only one-half of the banking service remains— 
that accorded to the beneficiary, who can still be certain 
that the British bank’s name as drawee will make a bill 
first-class discountable paper. This certainty is a very 
valuable element in London’s goodwill as an international 
financial centre ; but the loss of the pure credit element 
is serious, since it must inevitably foster and consolidate 
competition in acceptance business from other centres, 
such as New York—competition which will not disappear 
automatically with the cessation of hostilities 
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HOLLAND 


NUMBER of German banks have increased their 
A participation in Amsterdam banking houses. This 

is in accordance with a general plan for German 
financial control over Holland. The Berliner Handels- 
gesellschaft has increased its participation in the Koop- 
mans Bank, and the Deutsche Bank in H. Albert de 
Bary & Co. The Commerz- und Privatbank is closely 
connected with the N. V. Rijnsche Handelsmaatschappij. 
The Dresdner Bank has converted the Handelstrust 
West N.V. into one of its branch offices. The Bank 
der Deutschen Arbeit has taken over the “ aryanized ”’ 
M. M. Warburg & Co., with a branch in Amsterdam. 
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Dr. Trip, for many years Governor of the Netherlands 
Bank, was dismissed by the German Commissioner for 
Holland, Seyss-Inquart, who replaced him by the Dutch 
Nazi leader Rost van Tonningen. The latter was 
formerly foreign financial adviser in Vienna, and in that 
capacity he had secured for Seyss-Inquart a remunera- 
tive post. The German Financial Commissioner for 
Holland, Dr. Fischboeck, was formerly Seyss-Inquart’s 
partner in Vienna, so that Dutch finance is now entirely 
under the control of Seyss-Inquart’s personal friends. 
The German occupation authorities have compelled 
the Dutch people to surrender their holdings of Java 
Bank notes. These notes are presumably paid over to 
Japan in payment for goods purchased by Japan from 
the Dutch East Indies, for re-sale to Germany. The 
German authorities have also requisitioned all Dutch 
holdings of Rumanian securities, which include the 
controlling interest in the Astra-Romana Oil Company. 
Another measure taken by the occupation authorities 
is to force Dutch holders of German State, municipal 
and industrial loans to accept a flat rate of interest 
of 4 per cent. instead of the rate fixed by the loan 
contract, which was at least 6 per cent. in most cases. 


SOUTH-EASTERN EUROPE 


As a result of recent developments in the Balkans, 
the London assets of residents in Hungary and Yugo- 
slavia have been blocked. The American authorities 
blocked Hungarian assets some months ago, and blocked 
Yugoslav assets when the Government of Prince Paul 
signed the Axis Pact. After the change of Government 
the Yugoslav assets remained blocked, but the United 
States Government released funds for the Yugoslav 
Government’s requirements, and will continue to do so 
now that the Yugoslav Government is in exile. The 
same is true, of course, of Yugoslav assets in this country. 
On the other hand, Hungarian assets both in this country 
and the United States remain blocked. 

The Hungarian authorities issued a decree in January 
concerning the Standstill agreement, which was defaulted 
upon on October 15, 1940, when the old agreement expired 
and no steps were taken for its renewal. According to 
the new decree, the debtors are to pay interest up to 
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October 15 next at the rate of 4 per cent. in case of bank 
debts or debts guaranteed by a bank, and 5 per cent. in 
case of other debts, into the special account of the 
Hungarian National Bank (Office of External Creditors). 
The payment is to be made in pengoes at the official 
exchange rate, and the amounts received are indefinitely 
blocked. 

The Rumanian Government announced the suspension 
of the service of Rumania’s external debts until after the 
War. The shares of Rumanian banks formerly held by 
King Carol were vested in a Controller, and it is believed 
that some of these holdings have been sold to German 
interests. 


THE FAR EAST 


The Harbin office of the Chartered Bank of India, 
Australia and China has ceased business from March 31 
last, and has gone into liquidation. Its local liabilities 
are assumed by the Yokohama Specie Bank. The 
reason for the decision is that for some time past the 
Chartered Bank found it impossible to conduct business 
profitably, owing to the restrictions on foreign concerns 
imposed by the local Japanese authorities. As a result, 
the foreign banks had to abandon the profitable financing 
of soya bean shipments. The Harbin branch of the 
National City Bank of New York closed on February 15, 
but the local office of the Hongkong and Shanghai 
Banking Corporation remains open. 

Following the murder of two of the employees of 
the Bank of China, four Chinese Government banks in 
Shanghai have closed down. Their staffs refused to 
carry on unless assured protection for themselves and 
their families. 

It is reported from Shanghai that large quantities 
of enemy-owned pound notes are being smuggled into 
British territories through the intermediary of Shanghai. 
They arrive mostly through Siberia from German- 
occupied Europe. They are intended for smuggling into 
India, Malaya, Hongkong and other British possessions 
in defiance of the exchange regulations. 
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Books 


THE SoctaAL PoLicy OF NAzI GERMANY. By C. W. 
GUILLEBAUD. (London, 1941. Cambridge Uni- 
versity Press. 3s. 6d. net.) 

THOSE who are familiar with Mr. Guillebaud’s previous 
writings on Nazi economics may well smile dubiously on 
learning from the dust cover of his present volume that it 
is ‘‘ an objective account of the social policy of National 
Socialism.’’ The author himself, in his preface, does not 
go quite so far: he merely claims to have tried to 
remain objective. In reality, he only displays once 
again his unfortunate habit of presenting the material 
in a light unduly favourable to Germany, even though 
the appearance of impartiality is preserved by the 
inclusion of a modicum of criticism. What he says in his 
book is the truth, but certainly not the whole truth. 
For instance, he gives an enthusiastic description of the 
Winterhilfe, but fails to mention the well-known fact 
that the bulk of the money is raised by methods flavouring 
of blackmail, so that this form of Nazi charity merely 
constitutes another form of arbitrary direct taxation 
on those who are not influential enough to wriggle out 
of it. Many similar omissions could be found in each 
chapter. 

It is a favourite formula of appeasers that the Germans 
are a nice and kind people, more or less like ourselves, 
and that it is only the Nazis that are wicked. From Mr. 
Guillebaud one could easily get the impression that even 
the Nazis are inspired with the best of intentions at any 
rate in their attitude towards the German working 
classes. However, his “ objective” account does go so 
far as to admit that the Gestapo agents, with their 
arbitrary powers to arrest and punish, constitute a 
“dark shadow ”’ on what to his mind appears to be a 
bright picture. Even this mildest of reproaches, however, 
is softened by the reflection that: “‘ Fortunately (szc) 
for human happiness, it is possible to get accustomed 
even to a perpetual dark shadow, and it may be doubted 
whether the average German worker is as acutely con- 
scious of it in his daily life as the foreign observer is 
apt to imagine.’’ This sheeplike submission to an 
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unscrupulous tyranny is admittedly very fortunate 
indeed from the Nazi point of view. It is distinctly less 
fortunate for the happiness of non-German humanity, or 
even for the happiness of those non-Nazi Germans who 
have the courage of their convictions. 


WaR-TIME FINANCIAL CONTROL. By W. F. CRICK. 
(Macmillan. 6d.) 

SINCE the very early days of the War, when the 
regulations imposed overnight were still in a rudimentary 
stage, little attempt has been made to show how the 
various measures fall into place as pait of a unified 
system of control. This task of integration has now 
been accomplished in workmanlike fashion by the 
Intelligence Officer of the Midland Bank. Control of 
the domestic capital market and the exchange regulations 
are shown as complementary means of maintaining 
the flow of savings and mobilizing existing assets, while a 
separate section is devoted to the technique of “ frus- 
trating the enemy ”’ on the financial front. Mr. Crick, 
as always, combines accuracy with an assured ease of 
exposition. In this there is even a certain danger, for 
the present framework of regulations is made to appear 
so logical and coherent that no newcomer to the subject 
would suspect or even credit the stupidities, omissions 
and mistakes in financial control during the first year of 
the War. By implication, the authorities are endowed 
with an insight and common-sense which they were very 
far from possessing. Provided this is borne in mind, 
the pamphlet could not be bettered as a general descrip- 
tion of our financial control as it stands at present. 


EUROPE UNDER HITLER. Royal Institute of Inter- 
national Affairs. Price 6d. net. 

THIS is a first-rate exposure of the spurious Nazi 
claims for their so-called New Order in Europe. It 
presents an excellent analysis of the various methods of 
exploitation, from outright confiscation and the direct 
levying of occupation costs, to more subtle devices such 
as the manipulation of exchange rates and rationing 
which reduces the standard of living in the occupied 
countries below that in Germany. The argument is 
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backed by a wealth of interesting facts and figures. It 
is estimated, for example that exploitation of conquered 
countries, after allowing for the actual costs of main- 
taining order and the essential services, yield Germany a 
net return of some {1,000 millions a year and probably 
provides between a quarter and a sixth of the German 
war effort. Like Dr. Einzig’s book on the Nazi New 
Order reviewed last month, this pamphlet is doubly 
welcome in view of the failure of our official publicity 
organizations to deal with the German propagandist 
claims. 


THE GOLD RusHEs. By W. P. Morreti. (A. & C. 
Black. 18s. net.) 

Tuis book—one of the “ Pioneer Histories ’’—is the 
first to attempt a systematic analysis of the various gold 
rushes considered as an aspect of the development of 
the European peoples. Dr. Morrell discusses the distinc- 
tive features of each rush while displaying the factors 
they possessed in common. The work is filled with much 
fascinating information of such subjects as social con- 
ditions in the different goldfields, the development of law 
and order in these primitive communities, the evolution 
of mining technique, and so on. The general conclusion 
is that the individualistic bias of the nineteenth century 
gold rushes—the first of real importance —‘‘ conduced 
perhaps to rapid rather than scientific exploitation, 
though with surface alluvial deposits it was probably 
as effective a method as could have been applied ... 
Scenes and characters differed from rush’ to rush, but all 
were adventures, adventures of the common man... 
It was upon the gold-seekers that there descended most 
of the spirit of the Conquistadores and the Elizabethans.”’ 
Despite the restraint with which he handles his 
picturesque material, indeed, Dr. Morrell conveys a very 
real sense of the romantic background to the monetary 
expansion of the nineteenth century. 


THE WAR DamaGE Act. By C. H. S. Stephenson, LI.D., 
and Eric C. Spencer, M.A., F.S.I., F.A.I. Williams 
and Norgate. Price Is. net. 

A very helpful elucidation of the War Damage Act 
as affecting the general public. 


—— 


SS — 
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Obituary 


Str HARRY SHEEHAN 


The death has occurred of Sir Harry Sheehan, 
Governor of the Commonwealth Bank of Australia. He 
had held that post since January 14th, 1938, when he 
succeeded Mr. E. R. Riddle. Before that he was 
Secretary to the Treasury. He had been a member of 
the board of the bank for many years. In 1933 he 
came to Europe as financial adviser to the Australian 
delegation to the World Economic Conference. In the 
same year he went in the same capacity to Geneva for 
the assembly of the League of Nations. He was in his 
fifty-eighth year and was knighted in 1937. 


WHITFIELD GLANVILLE JOHNS. 


One who worked in close contact with Mr. Johns 
for many years sends us the following appreciation :— 


“The sad passing of a distinguished banker after 
forty-eight years of faithful service to Lloyds Bank, 
Ltd., will naturally evoke many appreciations. To one 
who served under him for over twenty years Mr. Johns 
will, above all else, be remembered for a kindly humani- 
tarianism which was quietly demonstrated by his 
activities in many directions. Bankers’ staff funds of 
all kinds—Beneficent Society, Clerks’ Orphanage, Health 
Insurance Society, and so on, all knew him as an active 
element in the work of lending a helping hand to less 
fortunate colleagues and their families. In addition to 
this, he found time to preside over the business affairs 
of the West London Hospital whose officers remember 
with gratitude his counsel and support. 

“Any member of the staff who met him felt en- 
couraged by his obvious kindly interest. He did not 
try to overawe even the most junior clerk; on the 
contrary, he would exert himself to put a younger 
man at ease and encourage him to speak up. In such 
interviews a shrewd brain enabled Mr. Johns to find 
the way to make the best use of the staff under him. 

“As an administrator he had undoubted gifts, which 
he used to the full. His interests were many, and his 
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support of all that was good in the bank (and indeed in 
the world) was given generously and in full measure. 
A life such as was his adds to the sum total of human 
happiness; no man could hope for a better epitaph 
than this.” H. C. F. HH. 


Appointments & Retirements 


Bank of England 

For the twenty-second year in succession, Mr. 
Montagu Norman has been elected Governor of the 
Bank of England. Mr. Basil Gage Catterns has been 
appointed Deputy-Governor for the sixth year. 


Bank of Scotland 

Mr. A. G. R. Brown, manager of the Life Association 
of Scotland, has been appointed an ordinary director of 
the bank. 


Committee of London Clearing Bankers 

Mr. Colin F. Campbell, chairman of the National 
Provincial Bank, whose photograph appears as frontis- 
piece in this issue, has been re-elected chairman of the 
Committee of London Clearing Bankers. Mr. Edwin 
Fisher, chairman of Barclays Bank, has been re-elected 
Deputy-Chairman. 


Lloyds Bank 

The directors of Lloyds Bank announce that Lt.-Col. 
the Rt. Hon. Lord Teviot, of Burghclere, D.S.O., M.C., 
Mr. R. A. Wilson and Mr. Sydney Parkes, have been 
elected to seats on the board. Mr. Wilson and Mr. 
Parkes will continue to be chief general managers of 
the bank. 

In view of the recent death of Mr. W. G. Johns and 
the impending retirement of Mr. G. D. Gold after forty- 
four years’ service—both joint general managers—the 
directors announce the following appointments to become 
effective as from May 1 of Mr. E. Whitley-Jones, Mr. 
A. H. Ensor and Mr. W. R. Brown to be joint general 
managers. Mr. A. H. Ensor will remain temporarily 
in charge of administration, etc., Mr. W. B. Mayles, 
at present an assistant chief controller, advance depart- 
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ment, and Mr. F. S. Cheadle, manager of Bristol, to 
be assistant general managers. 

Mr. R. T. Fagan, at present a general manager’s 
assistant, is to be deputy chief accountant. Mr. C. D. 
Wyatt, an advance department controller, becomes 
an assistant chief controller. Mr. R. J. Williams, an 
advance department controller, becomes manager of 
Bristol. Mr. E. A. Hocking, at present manager of 
Piccadilly, is to be an assistant manager of the City 
office. 


Martins Bank 

Mr. O. Gillespie has been appointed manager of the 
Ambleside branch in succession to Mr. H. Dickman, 
Mr. T. A. Fawcett has been appointed manager of 
Bowness-on-Windermere branch in succession to Mr. 
Gillespie. 

Mr. A. Spencer has been appointed manager of the 
Great Harwood branch in succession to Mr. P. P. 
Cunliffe who has retired after forty-one years’ service. 

Mr. J. N. Blake, who has asked to be relieved of the 
management of the Myrtle Street branch of Liverpool 
for reasons of health, is being succeeded by Mr. C. F. 
Wattleworth. 

Mr. E. A. Collins has been appointed manager of 
the Collyhurst branch, Manchester, in succession to 
Mr. A. Broadley, who has retired after forty-three years’ 
service. 

Mr. H. Dickman from the Ambleside branch has 
been appointed manager of the Southport branch in 
succession to Mr. D. Coomer, who has retired after 
forty years’ service. 


National Provincial Bank 

Mr. Maurice Robert Hely-Hutchinson has_ been 
appointed a director of the bank. Mr. Hely-Hutchinson, 
who is Conservative M.P. for Hastings, is chairman of 
a number of trust companies and a director of the 
London Life Association and Sterling Trust. 


North of Scotland Bank 

Mr. Robert A. McConnachie has been appointed 
agent at the Harbour branch, Peterhead, following the 
death of Mr. Edwin G. Smith. Mr. James T. Taylor 
has been appointed agent at the Tarland branch. 
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Bank Buildings of Merit 
II.—Martins Bank 
By Professor C. H. Reilly 


N looking at the illustrations in the back numbers 

of THE BANKER of the exteriors of Martins Bank 

buildings, one is struck by their great variety. It 
is not only that like the other great banks, save the 
National Provincial, Martins employ a variety of 
architects, but their buildings seem to range from great 
palaces, like the Liverpool headquarters, to a tiny move- 
able structure, like the one carried about from one 
agricultural show to another. The sites are equally 
varied ; and as architecture is a three-dimensionable art 
the resulting plans must, where possible, also be considered 
in any assessment. After some thought I have therefore 
chosen the following three branches for special mention : 
the Richmond branch, because it seems to me the best 
solution amongst their branches of the ordinary country 
town branch problem; the Maidstone branch, because 
it offers a fair exterior and also a very serviceable interior 
achieved, as the plan shows, upon what looks at first 
glance an almost impossible site; and finally the big 
Liverpool building, because of the big effort both of the 
bank and the architect that has been put into it and of 
the interest of the resulting Italian Renaissance Palace. 
Let us take them in that order, though clearly with 
such different buildings, chosen for such different reasons, 
it is not an order of merit. 

The Richmond branch has not yet been illustrated 
in THE BANKER. Happening to live between Twickenham 
and Richmond I have discovered it myself and have 
asked for the photographs of it. The front to the main 
street illustrated is as clean and attractive as it appears 
in the photograph and its interior is almost equally 
pleasant. I am told it is by Messrs. Bromley, Cartwright 
and Waumsley of Nottingham. I am glad the bank, 
having found good architects, did not hesitate to employ 
them a hundred and fifty miles away from their base. 
It will be understood at once how, in the picturesque 
muddle of what is still a country town High Street, 
whatever it may be called, this simple structure stands 
out and tells its tale. Of course in a quieter, more formal 
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street its big single arch containing window and door 
combined would be out of scale and perhaps too 
aggressive, quietly finished as it is with refined mouldings 
to its surrounding stonework; but then I feel these 
architects would not have erected there. Placed where 
it is, it is distinctive without being vulgar and could 
hardly belong to any other business but a bank. I feel 
myself that the cornice, with stone frieze and architrave 
under it and the brick panels above, is a little inconsequent 
after this big arch. It is the sort of thing one would 
expect to find crowning an ordinary street front with 
many windows, not one big one. If it had been left out, 
I fancy, the fine field of brickwork on which the name of 
the bank looks so well would have looked more impressive 
still, for carried up to the under side of the final coping it 
would have been much larger. 

With so narrow a site, the combination of entrance 
door and window is a clever device. Small doorways 
have often been used inset into great windows to give 
scale to the latter, but nevertheless this is done here in a 
very simple and dignified way suited to the purpose of the 
building. The banking hall, which is behind this fagade, 
consists of a long barrel-vaulted apartment lined for 
the first seven feet or so of its height with flush Australian 
dark walnut veneer, which also lines the front of the 
counter. This and the round arched barrel vault are so 
plain and simple that it seems a pity that above the 
walnut veneer, and crossing the vault at intervals, are 
narrow bands of thin repeating, embossed ornaments of 
an Adam-like kind which look a little trivial. The floor 
is plain and good, with two black lines emphasizing the 
shape of the hall instead of any elaborate pattern or 
the usual black and white squares. The veneered surfaces 
are so dark and massive that only very simple things 
like this floor can stand up to them. It was different on 
the exterior, where the mortar joints give texture to the 
brickwork and lighten it, so that the delicately moulded 
stone does not there seem out of place. Behind the 
vaulted hall are two storeys of office accommodation 
for the bank’s business. 

The Maidstone branch, by Messrs. Braddell and 
Deane, has an exterior which would not lead one to 
expect the long, narrow, twisted interior to which the 
architects have given meaning by their clever planning. 
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One might pass the exterior by at first glance, but one 
would be wrong. A second glance would show that there 
is a very pleasant composition between the moulded 
corbel of the oriel window running up the front, which is 
its main feature, and the moulded heads of the two 
ground floor arches. If one looked along the street, too, 
one would see that a central oriel in brick, stone or plaster 
running through the first and second storeys is a feature 
of the fronts just here, and in a street it is an act of good 
architectural manners to adhere to any pronounced 
local custom of the kind. Doing so has made it possible, 
too, for the architects by concentrating the windows, to 
provide a very fine field of plain brickwork for such a 
narrow front. That they should then have made the 
oriel of oak with brick infilling set on the diagonal is 
not so convincing. It not only makes it a little smaller 
in scale than the two ground floor windows but different 
in character. Less still am I happy about the blocked, 
wooden Queen Anne cornice. That seems a little coarse 
and too domestic for a bank so well begun on the ground 
storey; but one must remember, as one can see from 
the rain-water head, that this building was built in 1927, 
or fourteen years ago. That it has been chosen after 
so long a time, and from so many buildings, as one of the 
best three of Martins banks, and when taste has changed 
so much, is the best compliment one can pay to its real 
architectural qualities. 

But the main reason for choosing this bank is its 
plan. The banking hall alone gives no indication of its 
cleverness. That lies in departing from the usual 
practice of putting the banking hall immediately next to 
the street where on so narrow a frontage it would have 
led to a narrow, cramped slit of a room with no space 
for the clerks behind the counter. Instead, the architects 
have made a square entrance hall the full width of the 
site behind the facade, which gives at once an unexpected 
air of spaciousness. From this is an archway and wide 
passage leading to the banking hall and passing on the 
left the staircase up and down. By this arrangement 
the banking hall has been placed on a much wider part 
of the site, where the architects have been able to give 
it the big arches and circular domes then considered to 
afford the right banking atmosphere. I do not think 
to-day they would have done this in quite the same 
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massive way. Behind the banking hall is the manager’s 
room, room for extra clerks, ledger room, area and 
lavatories, all very complete. The bank premises are 
thus confined to the ground floor, yet spacious and 
bank-like. The staircase one has passed on the way in 
leads to offices above in the front block to be rented, but 
nevertheless not confusing the issue at all. 

Finally we come to the great Italian palace at Liverpool, 
the history of which I know pretty well, as I was the 
assessor who chose the design out of twelve submitted, 
six by Liverpool architects and six by London ones 
Mr. Herbert Rowse, the well-known architect now, or 
rather before the war, with big work in many countries, 
(and once, I like to remember, many years ago a student 
of mine) was the winner. The main ‘problem set to the 
competitors was not really a banking one at all. Here 
was the most expensive site in the town next to the 
Town Hall. The bank required the use only of the 
ground floor and basements and of one or two upper 
rooms out of perhaps a hundred—considering the 
great height allowed to buildings in Liverpool, perhaps 
one-third of the total cubic space. The remaining two- 
thirds was to be let as offices. How could this revenue- 
producing space be made as large and as well lit as 
possible? That was the main problem. The site is 
rectangular, and for lighting purposes a central court or 
area was almost compulsory. This would obviously give 
top light to the banking hall. The winner hit on the 
ingenious and brave idea a of carrying the interior walls 
of this court—some eighty feet high—out over the banking 
hall on cantilevers. In this way he greatly increased his 
office space and was still able amply to light his banking 
hall. His Italian Renaissance palace can be judged from 
the photograph. Its quality, both externally and 
internally, lies in its splendidly drawn and _ finished 
detail. This reaches the high level of American scholar- 
ship in such matters. One has only to look at the interior 
colonnade to the banking hall to realize this. Perhaps 
the exterior looks a little ornate to-day, though it is a 
finely balanced and carefully thought out composition. 
The banking hall, rich as it is, is a very impressive piece 
of work which I venture to think would have been 
considered so in Italy in the days of those princely 
bankers, the Medici. 





